HE JOURNAL OF 
» POLITICAL 
~ ECONOMY 


ee Ee 
, i lt a i a 


AUGUST 1933 


Pc pulation Doctrines in the United States. 


L. Anti-Malthusianism Joseph J. Spengler 
Jnterrelations of Demand Henry Schultz 


Open Market Buying as a Stimulant for the Bond Market 
James C. Dolley 


‘American Industry Abroad since 1929 F. A. Southard, Jr. 


Mercantilism as Liberalism (Beard, ed., America Faces the 
Future) H. C. Simons 


Book Reviews 
(See inside front cover) 


| boks Received 


THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO, ILLINOIS, U.S.A. 





THE JOURNAL OF 


POLITICAL ECONOMY 


EDITED BY JACOB VINER AND F. H. KNIGHT, WITH THE CO-OPERATION 
OF THE OTHER MEMBERS OF THE DEPARTMENT OF ECONOMICS 
OF THE UNIVERSITY OF CHICAGO 





BOOK REVIEWS 


Taylor, Corn and Hog Surplus of the Corn Belt. (ImMasche), 552.—William A. Vawter Foundation 
Business Ethics, The Ethical Problems in Relations of Business to Government (Taeusch), 555.—Patterm 
Readings in the History of Economic Thought (Knight), 557.—Timoshenko, Agricultural Russia ond 
Wheat Problem (MacGibbon), 558.—Daniels, American Railroads: Four Phases of Their History (Ja 
560.—Lyon, Advertising Allowances (McGarry), 561.—Beard, A Charter for the Social Sciences im 
Schools; Johnson, An Introduction to the History of the Social Sciences in Schools (Gideonse), 563.—Ne 
Trade-Union Policies in the Massachusetts Shoe Industry, 1919-1929 (Squires), 565.—Hoar, Unemple 
Insurance in Wisconsin (Lubin), 567.—Cassidy, Unemployment and Relief in Ontario 1929-1932 (La 
568.—Rivenburg, Harriet Martineau. An Example of Victorian Conflict (Gillespie), 570.—Mansfield, 
Lake Cargo Coal Rate Controversy (Trumbower), 571.—Bain, et al., (Tryon and Eckel, eds.) Mineral B 
nomics (Pogue), 572.—Blakey and Associates, Taxation in Minnesota (Groves), 573. 





The Journal of Political Economy is published bi-monthly, by the University of Chicago at the U 
versity of Chicago Press, 5750 Ellis Avenue, Chicago, Illinois. The subscription price is $5.00 per year; 
price of single copies is $1.00. Orders for service of less than a half-year will be charged at the single 
rate. { Postage is prepaid by the publishers on all orders from the United States, Mexico, Cuba, F 
Rico, Panama Canal Zone, Republic of Panama, Dominican Republic, Canary Islands, El Salvador, 
tina, Bolivia, Brazil, Colombia, Chile, Costa Rica, Ecuador, Guatemala, Honduras, Nicaragua, Peru, B 
Uruguay, Paraguay, Hawaiian Islands, Philippine Islands, Guam, Samoan Islands, Balearic Islands, Sp 
and Venezuela. { Postage is charged extra as follows: for Canada, and Newfoundland, 25 cents on 
subscriptions (total $5.25); on single copies 4 cents (total $1.04); for all other countries in the Postal U; 
55 cents on annual subscriptions (total $5.55); on single copies 9 cents (total $1.09). { Patrons are requeste 
to make all remittances payable to the University of Chicago Press in postal or express money orders 
bank drafts. 

The following are authorized agents: 

For the British Empire, except North America, India, and Australasia: The Cambridge Unive 
Press, Fetter Lane, London, E.C. 4, England. Prices of yearly subscriptions and of single copies 2 
be had on application. 

For Japan: The Maruzen Company, Limited, Tokyo. 

For China: The Commerical Press, Ltd., 211 Honan Road, Shanghai. Yearly subscriptions, $; 
single copies, $1.00, or their equivalents in Chinese money. Postage extra, on yearly subscript 
55 cents, on single copies 9 cents. 

Claims for missing numbers should be made within the month following the regular month of publ 
tion. The publishers expect to supply missing numbers free only when losses have been sustained in t 
and when the reserve stock will permit. 

Business correspondence should be addressed to The University of Chicago Press, Chicago, Ill. 

Communications for the editors and manuscripts should be addressed to the Editors of THE Jou 
or Pourticat Economy, The University of Chicago, Chicago, Ill. 

The articles in this journal are indexed in the Reader’s Guide to Periodical Literature, New York, 
York. 

Applications for permission to quote from this journal should be addressed to The University of 
Press, and will be freely granted. 


Entered as second-class matter January 16, 1893, at the post-office at Chicago, Illinois, under the Act of March 3 = 
Acceptance for mailing at special rate of postage provided for in Section 1103, Act of ober 3, 1917, authorized on July 


1918. 


PRINTED 
IN US* 

















THE JOURNAL OF 
POLITICAL ECONOMY 


Volume 41 AUGUST 1933 Number 4 


POPULATION DOCTRINES IN THE 
UNITED STATES 


I, ANTI-MALTHUSIANISM 


E reaction of American writers on political economy to 
the population doctrines of Malthus was largely unfavor- 
able until after the middle of the nineteenth century. It 

is only as we approach the Civil War period and during the years 
following that we find a decided shift toward Malthusianism. 
However, anti-Malthusianism continued to have the support of 
American writers on economic topics until the turn of the present 
century. In this paper I shall present the anti-Malthusian views 
as they were developed at the hands of American writers." 


I 


The undeveloped state of political economy in the United 
States was apparently an immediate cause of both the manner 
in which American writers responded to Malthus and their delay 
in attacking or defending his views. Not until the third decade of 
the past century did political economy receive attention from 
American institutions of learning? Americans who addressed 

* Inasmuch as some attention has been given to the earlier American writers by 
J. R. Turner (Ricardian Rent Theory in Early American Economics [New York, 
1921]) and by G. J. Cady (Journal of Political Economy, October, 1931), I shall 
give relatively more space to the post-1840 critics of Malthus. I am indebted to 
Mr. Louis Levine for several suggestions. 

* See E. R. A. Seligman’s essay in Economic Essays Contributed in Honor of J ohn 
Bates Clark (New York, 1927). The lack of interest in political economy, prevalent 
in the first quarter of the last century, is attributable in part to the undeveloped 
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themselves to the study of political economy were usually 
clergymen, lawyers, journalists, etc., already burdened with other 
tasks. Hence they seldom mastered the thought of the English 
writers on population. 

While it is not the purpose of this paper to explain in detail why 
American writers reacted to Malthus as they did, we do not be- 
lieve that their unfavorable reaction to Malthus is attributable to 
the fact that labor was scarce relative to land in the United 
States. Those advancing this view would find it difficult to ex- 
plain the presence of pro-Malthusianism in the United States and 
of anti-Malthusianism in England. American reactions to Mal- 


economic state of America and of her institutions of learning. Although by 1829 
courses in political economy were offered in at least fourteen American colleges (see 
Quarterly Register, 1, 231-32), it is questionable whether there existed a deep and 
widespread interest in political economy. Neither the contents of the periodicals of 
the day nor the comments of observers indicate such an interest. As late as 1867 
E. L. Godkin commented on this lack of interest in political economy which he 
ascribed to the continuous controversy over slavery, to the importance given by the 
undeveloped government of the country to the study of constitutional law, and to 
the fact that the material prosperity of the country obscured the problems which 
economic science could solve (Nation, V [1867], 255). The prevailing egalitarianism 
and faith in the political means of solving problems probably contributed to this 
lack of interest. Population had received some attention in the United States prior 
to the publication of Malthus’ Essay. Anticipations of Malthus’ thesis and of F. A. 
Walker’s views on immigration were developed by Benjamin Franklin as early as 
1751 and by a disciple of Franklin in 1790. Mathew Carey reprinted an English 
anticipation of Malthus in 1790 (see American Museum, VII, 90; VIII, 124, 260). 
Franklin and his followers sought to break down opposition to manufacturing in 
and to emigration to America. They contended, in substance, that since population 
proportions itself to the means of subsistence, that gaps created by emigration are 
rapidly filled, that manufacturing cannot be introduced extensively until population 
pressure has pressed down wages, and that America’s growing population would pro- 
vide an outlet for the manufactured products of a growing English population. 
Malthus’ views, which were anticipated by James Madison in 1786, were considered 
sound by Madison, by Thomas Jefferson, and by John Adams. Alexander Hamilton 
urged in his discussion of manufactures that their establishment would encourage 
immigration and augment our wealth. Loammi Baldwin drew attention to the 
possible deleterious effect of overimmigration upon the national character of the 
American people (see Thoughts on Political Economy (Cambridge, 1809]). Adam 
Seybert declared that the various checks described by Malthus were less operative 
in America than abroad. The high rate of natural increase which prevailed in the 
eighteenth and in the early part of the nineteenth century explains why American 
writers (e.g., Franklin, Raymond) gave relatively little attention to subjective 
checks. 
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thus were the reactions of specific individuals. And the natureof an 
individual’s response must be explained in terms of his personal 
history and not in terms of physiographic environment. At best 
one can say that, since land was superabundant in America, there 
was less incentive to examine the Malthusian thesis with care and 
more incentive to accept the then current beliefs in cumulative 
progress and the efficacy of democratic institutions to improve 
man’s economic lot. The relative lack of class stratification, 
coupled with the belief that opportunity was free to all,’ un- 
doubtedly contributed to the belief that the American standard of 
living would rise. The combination of factors enumerated above, 
the religious attitudes of the American writers, the influence of 
J. B. Say who gave little attention to population, and the prevail- 
ing dislike for doctrines of British origin must have contributed 
greatly to a misunderstanding of Malthusianism and consequent- 
ly to its rejection. 

The criticisms directed at Malthus are to be explained, there- 
fore, chiefly by the American writers’ ignorance of his views. His 
critics seem to have understood Malthusianism to mean that (a) 
specific countries and eventually the world will be overpopulated 
or so densely populated that there will be inadequate subsistence; 
and (b) poverty is attributable not to an institutionally bolstered 
maldistribution of wealth but almost solely to an unavoidable 
lack of prudence in sexual relations. Acceptance of these two 
propositions involved acceptance of the inevitability of poverty 
for the bulk of the population and rejection of the notions of a 
beneficent Creator, of cumulative progress, of opportunity for all, 
and of rehabilitation of man’s lot through democratic institutions. 
Malthus’ American critics, in short, having failed to grasp the 
logic of the Essay, sought to refute not Malthus’ thesis but rather 
a straw doctrine born of their failure to comprehend Malthusian- 
ism. 

That the American rejection of Malthusianism simply reflects 
non-comprehension of the political economy of Malthus and 
Ricardo is evident if one examines the early views of George 
Tucker (who later out-Malthuses Malthus), Daniel Raymond, 


3 Both these factors are traceable in some part to the relative abundance of land. 
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and A. H. Everett. In 1813 Tucker, a member of Congress and 
later a lecturer on economics, etc., at the University of Virginia, 
wrote what seems to have been the first significant American 
criticism of Malthus.‘ Tucker favored population growth on the 
grounds that an increase in the density of population makes for 
military security, encouragement of literature and the arts, and 
greater wealth. Population growth carries with it increased divi- 
sion of labor, a reduction of the relative amount of (“altogether 
unproductive’) labor engaged in transportation, development of 
roads and canals, a diminution in the waste of by-products which 
cannot be utilized in small quantities, and an intensification of 
“greater industry and emulation,” “pride” in work, and “solitary 
[salutary?] rivalship.”’ He denied that “unequal division of prop- 
erty,” largely a “consequence of . . . . unjust institutions,” would 
result from population pressure. Americans would probably be 
happier were numbers greater.® 

Tucker did not favor unlimited increase, however. He suggests 
instead that there is an optimum population but avoids Carr- 
Saunders’ curious assumption that this optimum is always at- 
tained. 

There may, perhaps, be a middle point between excessive thinness and 
closeness of population which is most propitious to human comfort and en- 
joyment; and possibly, that point to which it would naturally arrive, and 
where it would naturally stop, if nature was not counteracted by our unwise 
intermeddling, might give us the golden mean.’ 


He criticizes Malthusianism because it tends to reconcile man 
to wretchedness and endeavors to show that misery is the product 
of other causes than overpopulation and that there is no satisfac- 
tory evidence of a “universal propensity . . . . to increase beyond 
nourishment.” Civilization diminishes the “procreative powers” 
which need to be strong to overcome the obstacles placed in the 

4 Originally published in the Port Folio, this criticism was later published with 
other essays under the title, Essays on Various Subjects of Taste, Morals, and Na- 
tional Policy (Georgetown, 1822). 

5 Ibid., pp. 70-74. 6 Ibid., pp. 72, 81. 

1 Ibid., pp. 81-82. Tucker does not necessarily have in mind a point of highest 


per capita income; he seems rather to mean a population in which psychological 
satisfaction is at a maximum. 
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way of human increase. Urbanization checks increase because the 
incidence of disease and sterility is greater in cities. Men “forbear 
to marry until they can maintain a family in the style in which 
they have been accustomed to live.’”” Famine cannot check popu- 
lation increase where a portion of the population lives above the 
subsistence level, nor can “want’’ cause wars and epidemics. Al- 
though Tucker admits that “vice” may accompany delay of mar- 
riage, he declares that the resulting benefits outweigh the vice. 
Criticizing Godwin’s contention that immigration explained 
America’s population growth and declaring Malthus’ thesis to be 
weakened by the admission of moral restraint, Tucker claimed, 
as did Francis Place later, that the truth lay in between Malthus 
and Godwin.® 

Tucker predicted that, within a century, the American popula- 
tion would number one hundred and twenty millions, or sixty 
persons per square mile, and that Anglo-Americans would cover 
the continent. Britain will supply the growing American popula- 
tion with manufactured goods. Hence the British population will 
grow “certainly to a number far beyond the ability of her own 
soil to support.” Eventually the Americans will manufacture 
their own goods, Britain will lose her market, “feel in its full 
force . . . . excessive population,” and “decline in opulence and 
strength.’ 

The views of Raymond, a Baltimore lawyer, resembled those of 
Tucker. Raymond characterized Malthus’ theory as “plausible” 
but “calculated to leave very erroneous impressions.”’ Declaring 
that God had not established natural laws to make poverty in- 
evitable, Raymond attributed it chiefly to unjust institutions and 
unsatisfactory distribution. Malthus had but produced a ration- 
alization to relieve the well-to-do of responsibility for the succor 
of the indigent. Raymond suggested that property be divided 

* Ibid., pp. 315-17, 319, 320-30, 334-36. 

9 Ibid., pp. 4, 6, 22-23. Benjamin Franklin had argued in 1751 that America’s 
growing population would always insure Britain a market for manufactures. 
Nearly a century after Tucker wrote, A. Tenney urged that, if the United States 
became too dependent upon foreign trade, America’s economic security would be in 


jeopardy (discussed in Part II of this article, to appear in the next issue of this 
Journal). 
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every generation. While “far from supposing the earth capable of 
being made to increase its fruits” as rapidly as men multiply in the 
absence of restraint, Raymond deemed the earth’s productive 
capacity to be almost unlimited. He concluded that increased 
division of labor, improved methods, etc., coupled with the re- 
straining effect of “pride,” love of independence, and expanding 
tastes, will prevent reduction of life to a subsistence level.’ 

A. H. Everett, American minister to Holland, China, etc., 
writer on foreign affairs and acquaintance of Malthus, attacked 
the latter with arguments, arrived at independently but similar to 
those of the Englishman, S. Gray, who later influenced Willard 
Phillips. Having criticized Godwin on the grounds that man is 
not “naturally” perfect, that institutions are not per se the cause 
of poverty, and that, in the absence of “moral and physical evil” 
the ‘‘whole earth would be overstocked.”’ Everett rejects Malthus’ 
doctrine on two grounds: First, population growth “‘on a given 
territory”’ produces “‘abundance.”’ As numbers increase, the re- 
sulting division of labor stimulates skill, invention, new methods, 
etc. Accordingly, a given increase in numbers is followed by a 
more than proportionate increase in output. Second, a given 
population’s food supply is not dependent upon the soil occupied 
by that population (e.g., London). Non-food products may be ex- 
changed for food produced on other soils. Accordingly, since 
manufacturing is characterized by increasing returns, a sufficiency 
of manufactured goods will always be available for exchange 
against food products. Hence there can be no deficit of food until 
the whole globe is cultivated—a condition “obviously chimerical.”’ 
In support of this thesis that real wages rise as population be- 
comes more dense, Everett cited London and later China, where 
even “‘the poor people abound . . . . [with the] elegancies of life.” 
Everett added that output is great when moral conditions are 
sound, that population did not normally tend to increase rapidly 
(e.g., the world-population had grown little in four thousand 
years), and that population growth “is regulated exclusively by 


%” Thoughts on Political Economy (Baltimore, 1820; see 2d ed., 1823). In ibid. 
(4th ed., 1840), p. 19, Raymond admitted England to be overpopulated. Criticisms 
of Raymond’s work appeared in the North American Review, XII (1821), 443-66 and 
in the Southern Review, V (1830), 25-62. 
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political and moral causes.” Everett opposed legislative control of 
marriage and advocated the need of poor-relief.™ 

The various contra-Malthusian arguments advanced by Mal- 
thus’ early American critics’ may be formulated as follows: . 

1. The Malthusian doctrine is contrary to the beneficent laws of nature 
which have been established by a benevolent Creator. Malthusianism by 
implication makes the Creator the author of evil. 

. Poverty is caused, not by overpopulation, but by a faulty distribution of 
wealth and income. This faulty distribution is supported by the prevail- 
ing laws and institutions which serve primarily the interests of the well- 
to-do classes. The Malthusian doctrine is a class doctrine which frees the 
wealthy of responsibility for the succor of the poor because, according to 
Malthus, the poor owe their poverty to their failure to curb fertility by 
means of moral restraint. 

. Anincrease in population provides its own antidote, for every increase in 
population makes possible an increase in the division of labor and thus 
insures that returns per capita will remain constant or possibly increase. 
If unqualified, this argument implies a denial of the law of diminishing 
returns. 

. Per capita returns will either remain constant or will increase, because 
every increase in population is accompanied by proportional increases in 
capital and by improvements in the methods of cultivation and in the 
arts and sciences sufficient to counterbalance or more than counterbal- 
ance the increases in population. With this proposition was coupled the 
contention that increasing returns characterize manufacturing. 

. In support of the two previous propositions it was contended that ovt- 
put per capita had increased or was increasing in different parts of the 
world despite increases in population. 

. Population cannot outdistance the food supply because population con- 
trols the means of subsistence. Hence if population increases there will 
be an increase in food supply. Or it was contended that there could not 
be an increase in population unless there existed a food supply adequate 
to support such an increase. These arguments were directed at Malthus’ 
two ratios, the import of which was not understood. 

" New Ideas on Population (Boston, 1823); see also articles in North American 
Review, XXV, 112; XXXII, 215; XXXIII, 1; XX XVIII, 502; XL, 457; Democratic 
Review, Vol. XVII (1845); Vol. XXI (1847). While he disagreed with Sadler’s 
views, Everett criticized Macaulay’s review of Sadler’s work. 

" These critics include certain anonymous writers; the early socialists, of whom 
but one mentioned Malthus; and Mathew Carey, J. N. Cardozo, W. Phillips, W. 
Jennison, J. Porter, S. P. Newman, Hezekiah Niles, D. Raymond, A. H. Everett, 
Edward Everett, A. Potter, Jared Sparks, S. Galloway (a Princeton mathematician 
who wrote Ergonomy or Industrial Science (Princeton, 1853]), and Calvin Colton 
(Public Economy |New York, 1848)). 
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7. Malthus’ statement that the American population doubled every twen- 
ty-five years was attacked on the grounds that this rate of increase, while 
characteristic of America, was not true of other parts of the world. 

8. Malthus presupposes that a given population is supported by the food 

*supply of the land which it occupies. This proposition is false because 
a population can draw its food from other parts of the world in exchange 
for such articles of commerce as that population produces. 

9. Apparently unaware of Malthus’ treatment of “‘moral restraint” and of 
its relation to the standard of living, a number of writers contended that 
the preventive check would operate in time to prevent natural increase 
from causing poverty." It was asserted in vague terms and largely by 
implication that, since human desires are indefinitely extensible, the 
standard of living would rise and the scale of life would be pushed above 
the subsistence level. Hence the preventive check would become effec- 
tive before population increase had pressed the scale of life to the sub- 
sistence level. The preventive check, as understood by the American 
writers who used the term, comprehended only deferred marriage and 
continence within the married state. 

ro. A number of writers who advanced the preceding criticism of Malthus 
nevertheless fell back upon the argument that Malthus’ doctrine was of 
no immediate practical value, even though theoretically valid. For ad- 
mitting that the United States and the world would ultimately be too 
crowded, they held that the time when this would be true lay in the re- 
mote future. 
II 
Criticisms of the foregoing order abound in subsequent writers. 
Later critics, from Carey to S. N. Patten, while they had a better 
grasp of Malthusianism, apparently did not fully understand it 
and the laws of returns. In fact, of Malthus’ major American 
critics, only J. B. Clark and F. A. Fetter rank as brilliant theo- 
rists. In the present section we shall pass over several minor con- 
temporaries of Carey and the Carey school. 
Several of Carey’s contemporaries are not complete anti- 
Malthusians.* N. A. Ware, lawyer and southern planter, con- 
3 This view was common among the upper-class New Englanders, who had much 
faith in education. They believed that it was a sufficient check to population growth 
to excite in the lower classes a desire to better their lot. See Select Journal, Il 
(1833), 141, for a typical expression of this view; also American Quarterly Review, 
XII (1832), 307. 
“4 In this group perhaps belong G. Vale, who said “wages will always be in pro- 
portion to the demand for labor, and that demand is always in proportion to the 
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demned poor-relief, preferring “to kill off” able-bodied “drones.” 
He found the ultimate limit to population in the food supply but 
held that this supply depended in part upon the quality of a 
population and its customs. He believed the productive capacity 
of the world to be capable, perhaps, of supporting ten thousand 
times as many people, since one acre can be made to grow fifteen 
hundred bushels of Irish potatoes, a year’s food supply for forty- 
five persons. He found a preventive check in pride, for only the 
prideless (e.g., the Irish) increase “on the principles that pigs 
multiply.”” Teach people pride, “that they are not pigs, and that 
some style, some comfort, and even luxuries, are absolutely nec- 
essary to man” and “they will not then marry without a certainty 
of that style, and a great portion remain unmarried and will con- 
tribute nothing to our increase.” Although Ware believed that 
certain countries were overpopulated and that the world would 
eventually be peopled to the limit, he recommended that states- 
men encourage population growth in new countries. 


It is important to have a full and efficient population in all countries, for 
the defence, wealth, and refinement, that ought to accompany every govern- 
ment or association of the human family. Political economists should steer 
clear on the one hand of an increase too fast for the comfortable means of 
support, and of a deterioration that would tend to exhaust or diminish her 
resources on the other hand, and also of a stationary condition that would 
stagnate every thing and produce a leaden fixture over the land. New coun- 
tries, with an abundance of land, and not a surplus of labor, ought to en- 
courage the increase of population in every way within their reach, both by a 
native growth and an immigration. The natural check and limit to an in- 
crease of population is the capacity of the earth to support it and feed it. To 
this point it tends, and nothing in the end can prevent its reaching this 


progress of national wealth or general prosperity” (Manual of Political Economy, 
printed as a supplement to the Diamond [New York, April—August, 1841], p. 5), 
and Theodore Sedgwick, who wrote, “The rate of wages depends upon the number 
of labourers compared with the business to be done” (Public and Private Economy 
[New York, 1836], Part I, p. 38). While these statements suggest the wages-fund 
theory, both these writers seem to belong in the anti-Malthusian class. Sedgwick’s 
work was reviewed favorably in the Knickerbocker, XI (1838), 481-87. Slightly anti- 
Malthusian statements appeared in the Southern Literary Messenger, I (1835), 164; 
Russell’s Magazine, III (1856), 289-98; National Quarterly Review, V (1862), 170. 
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maximum. Under certain circumstances and feelings this point will be 
reached sooner than under others; and in certain countries sooner than in 
certain other countries. This is owing to the habits of the people.*s 
Francis Wayland, a Baptist minister, president of Brown Uni- 
versity, and an influential writer,” while a follower of the English 
classical writers and an exponent of the wages fund, was decidedly 
optimistic in respect to population growth. He wrote that popu- 
lation is limited by capital, that wages are fixed by the ratio of 
capital to population, that American numbers double every 
twenty-five years, and that misery will prevail if population grows 
faster than capital. Yet he believed that capital would always in- 
crease adequately to support population, that returns tend to in- 
crease because of improvements, that the earth is always capable 
of supporting its inhabitants, that increases in capital might ele- 
vate the standard of living, that “the manifest design of nature 
is to increase the human species,” and that the most rapidly 
growing nation is the happiest."7 Chapin merely repeated Way- 
land’s view that wages are fixed by the capital: population ratio 
and revived the fallacy of Everett, Perry, etc., that Malthusian- 
ism is false because it assumes that “the food of a country must 


be provided entirely from its own soil, limited in extent.’” 
Marcius Wilson, who was influenced chiefly by Wayland and to 
some extent by Smith and Say, repeated Wayland’s wage doc- 
trine. Wilson believed, however, that the wages fund would ex- 


Ss Notes on Political Economy (New York, 1844), pp. 246-47, 194-99, 211-12, 
214, 246-54. An anonymous southern writer said that, with more intensive cultiva- 
tion, “the soil of the United States is capable of sustaining two hundred millions 
of inhabitants better than it sustains seventeen” (Southern Quarterly Review, Il 
[1843], 361). For an anticipation of 450,000,000 see the Knickerbocker, I1 (1833), 
233. 

© His Elements of Political Economy (Boston, 1837) ran through many editions, 
as did his Elements of Moral Science (Boston, 1835), of which by 1847 over fifty 
thousand copies had been sold. The former work was revised by A. L. Chapin, of 
Beloit College, in 1878, thirteen years after Wayland’s death, and again in 1886. For 
a favorable review see the New York Review, October, 1837, pp. 383-08. 

” Elements (1856 ed.), pp. 88-89, 305-8, 320; ibid. (1837 ed.), pp. 180-86; ibid. 
(1841 ed.), pp. 123-25, 301-8; Moral Science, p. 296. Wayland stresses the need for 
frugality and for the rate of capital growth to equal or exceed the rate of natural 
increase. 

8 Op. cit. (1886 ed.), pp. 181, 201. 





POPULATION DOCTRINES 443 


pand in proportion to the intelligence of the people, and that 
while wages must be high enough to keep numbers intact, the 
necessary wage will increase in proportion to the “cost of living.”” 

George Opdyke, New York banker and merchant, through 
whose work there runs both faith in that “sleepless guardian, Self 
Interest,’ and a well-developed equilibrium theory, held Mal- 
thus’ proposition to be valid in “special cases . . . . [but] clearly 
untenable as a general proposition.” In his treatment of distri- 
bution, in itself “‘no holiday task,”. Opdyke finds a cause of higher 
wages and lowered profits in an increase of capital relative to land 
and labor. Noting that the American population is growing as 
rapidly as possible, he concluded that, despite “the immense 
quantity of our land,” the increase of numbers and capital relative 
to land “sooner or later” will enhance the “price of land” until 
profits are reduced below “‘the standard rate, . . . . to their lowest 
vibrating limits.”** Nevertheless he concludes that capital will out- 
strip population ‘while unoccupied land remains in any part of 
the world, and international commerce continues,” and that, 
since there will be “for centuries to come a surplusage of land, 
beyond the requirements of industry and capital,” profits will 
“vibrate” about a 5 per cent rate.” Hence, since at best natural 
increase cannot exceed 3} per cent per annum, and since, because 
of “unequal distribution of wealth, and . . . . other causes and 

” Treatise on Civil Polity and Political Economy (New York, 1838), pp. 175, 178, 
198-99. 

New Principles of Political Economy, by John Rae, a Canadian, published at 
Boston in 1834, is not properly an American work. The first edition was criticized 
by Everett for lack of attention to Malthusianism and for an implied support thereof 
(North American Review, XL [1835], 129). Rae later contended (ca. 1863) that the 
birth-rate is a function of the “effective desire for offspring,” which desire is weak- 
ened by despotic government, destruction of a people’s culture, etc. See C. W. 
Mixter in Economic Journal, XII (1902), 111-20, and in Quarterly Journal of Eco- 
nomics, XIX (1905), 314-15. For a modern version of Rae’s theory see W. H. R. 
Rivers, Essays on Depopulation in Melanesia (Cambridge, 1922). 

»~ A Treatise on Political Economy (New York, 1851), p. 126. 

* Profits range from 2} to 7} per cent; 5 per cent in the present “natural stand- 
point” or equilibrium rate; in Europe the standard is 3 per cent. A 3 per cent rate 
will prevail when “industry and capital . . . . more than suffice to cultivate” the 
earth (ibid., pp. 128, 136, 106, 123-24). 

* Ibid., pp. 127, 139. 
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motives,” the actual rate never exceeds 3 per cent while the 
shares of land and capital can increase capital “at the rate of 63 
per cent per annum,” the “‘converse of the Malthusian doctrine is 
true” everywhere except possibly in China and Japan. 

With the possible exception of F. A. Walker, no nineteenth- 
century American economist was as influential as Henry C. Carey, 
son of Mathew Carey, and America’s leading anti-Malthusian and 
most prolific writer on economic subjects. Although originally un- 
der the spell of Senior and a free-trader and exponent of a loose 
wages-fund doctrine, Carey was always anti-Malthusian. He 
spent over two decades formulating the physiocratic and mercan- 
tilistic residues in A. Smith and the combings of science and his- 
tory into an integral body of economic principles, anticlassical, 
anti-British, and nationalistically American.* In the end, full of 
Pope’s dictum, “all discord harmony not understood,”’ Carey re- 
jected unharmonious Malthusianism on three grounds: first, Mal- 
thusianism negates the natural harmony of the universe and the 
will of a beneficent Creator; second, the possibilities of food pro- 
duction are almost limitless; third, Malthus has completely under- 
rated the efficacy of the preventive checks. 

While these three arguments run through all of Carey’s treat- 
ment of Malthusianism, he added in 1848 the proposition that the 
potentially most fertile lands are occupied last and in 1857 
Spencer’s thesis that the advance of civilization reduces man’s 
natural fecundity. In his initial Essay, in which he espouses the 
wages fund, Carey declares that capital accumulates faster than 
population grows. Increased application of capital to inferior 
lands and the effects of man’s “‘desire for bettering his condition” 
will “prevent the necessity of the starvation check.” 

In Principles, Carey argues that population pressure is to be 

% Ibid., pp. 126, 127. 

* Carey’s chief works include An Essay on the Rate of Wages (1837); Principles 
of Political Economy (3 vols.; 1837-40); The Past, the Present, and the Future (1848); 
Principles of Social Science (3 vols.; 1857-60, condensed by Kate McKean into one 
volume entitled Manual of Social Science [1864]). For Carey’s complete bibliography 
and recent appraisals see A. D. H. Kaplan, Henry Charles Carey: A Study in Ameri- 
can Economic Thought (Baltimore, 1931), and E. Teilhac, Histoire de la pensée 
économique aux Etats Unis, au dix-neuviéme siécle (Paris, 1928). 
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found only where social institutions and practices prevent the 
most efficient use of available resources. Granted opportunity, 
good institutions, peace, and security of property, man’s income 
will rise for centuries to come. Resort to inferior lands will be off- 
set by better organization and by increased division of labor and 
capital supplies. Labor’s share will rise absolutely and relatively. 
Production costs will fall. Productive possibilities are incalcu- 
lable. Experience shows that increased population and increased 
comfort go hand in hand. In short, population growth is good 
and desirable. Although he defines man as “an animal whose 
great desire is to better himself and his descendants,” Carey does 
not argue that men will exercise prudence as conditions improve. 
Instead, output and productivity are stressed. He concludes: 

An examination of the history of the human race, and careful reflection, 
INS. a. ra: eo Mee weed ere is A ee Gehl eed Be Ham cs 

Disciples of Mr. Malthus, that obedience to the laws of God is attended 
with a rapid increase of population, and still more rapid increase of capi- 
tal, enabling men to bring into activity the inferior soils, with a constantly 
increasing return to labour; and that war, with its attendant crime and misery, 
tends to keep subsistence below population, instead of keeping population 
down to subsistence. Such being the case, they may be content to leave to 
their successors to avail themselves of the remedies, positive and preventive, 
against over-population, whenever they shall be satisfied of their necessity.’ 


In his Social Science, a work shot through with meliorative 
naturalism and beneficent deism, Carey gives weight to the 
efficacy of preventive checks, utilizes Spencer’s theory, and criti- 
cizes Ricardo’s rent theory at length on the ground that, as popu- 
lation grows, men move from inferior to superior soils.** Increas- 
ing density of population increases division of labor and mental 
interstimulation, stimulates invention, and reduces transportation 


*% Principles, IV, 255-58; see also IV, 251-57; III, 3-94; II, 462; I, 339-41. Part 
III deals with “the causes which retard increase in the numbers of mankind.” The 
tenor of the work, “‘give man a chance,” recalls the views of Mathew Carey. While 
Carey criticizes McCulloch, James Mill, Senior, Chalmers, Wakefield, W. Greg, 
Sadler, and Quetelet, he approves the views of G. P. Scrope, later published with 
annotations by A. Potter, D.D., of Union College. 

* This theory, not developed until 1848 (The Past, the Present, and the Future), 
is buttressed with pages of history designed to show that the most fertile soils (e.g., 
valley land) are last to be occupied and first to be deserted. Hence as numbers in- 
crease men move to more fertile land and as numbers decrease they withdraw to 
less fertile land (see Social Science, 1, 94-146; III, 131-70). 
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costs. Improvements in the arts and more application of an ever 
increasing supply of capital will increase the yield of land. Popu- 
lation growth is prerequisite to the cultivation of superior soils. 
Agricultural chemistry will prevent diminution of soil fertility. 
Relatively scarce foods and minerals will be replaced in the na- 
tion’s economy by those relatively abundant. The relative num- 
ber engaged in food production will therefore decline as a result of 
population growth. Tariffs are necessary, however, to produce 
diversified employments and to discourage the exportation of food 
and the fertilizing ingredients connected therewith. Everywhere, 
says Carey, that population has increased wages have risen. He 
concludes: 

We find, throughout nature, a constant tendency towards the adaptation 
of the earth to the wants of a growing population . . . . every increase in the 
power of association and combination being accompanied by diminution in 
the quantity of raw material required for the maintenance of human life, and 
increase in that which may be obtained in return to any given amount of labor.” 


Despite his faith in the future of productivity, however, Carey 
seems to have recognized in this last work that, unless the rate of 
natural increase fell, there would eventually be standing room 
only. He therefore contends that socio-economic and biological 
checks to fertility will prevail. Reproductive power is not con- 
stant, as a study of peoples shows. The man of Malthus is but “‘a 
being that eats, drinks, and procreates, and has but the form of 
man.” Free man of misery, let him own property, and his tastes 
will multiply and check fecundity. Abolish free trade, mother of 
misery and land consolidation (e.g., England), and the resulting 
possibility of property ownership and diversification of employ- 
ments will stimulate “the real MAN... . into action, foresight, 

. . care, economy, thoughtfulness, and a desire for the higher 
enjoyments of life, becoming the characteristics of the people.” 

Spencer’s hypothesis, that with the advance of civilization 
energy is diverted from genesis to individuation, was welcomed 
by Carey. He describes this alleged law that “the fecundity of the 
human race should itself diminish as the peculiarly human facul- 


* Social Science, III, 319. The wastes of transportation, allegedly attendant 
upon foreign trade, were mentioned by Carey’s predecessors. 
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ties are stimulated to action, and as MAN becomes more and more 
developed” as something “woven into the very texture of the re- 
productive organs” in order that “the admirable ends of provi- 
dential order” may be realized.* While Carey cites alleged evi- 
dence for this theory, he does not present it as effectively as 
Spencer. 

To summarize: Carey believed that Malthusianism, as stated 
by Malthus, involved frustration of the intent of God and nature 
as concerns man. Carey does not meet Malthus on the latter’s 
grounds. Overpopulation is the product of vicious institutions. 
Given satisfactory institutions, the resulting efficiency of produc- 
tion, coupled with the fact that man has a chance to improve his 
lot, will prevent population from ever pressing life to a subsistence 
level. Such is Carey’s thesis—a thesis which drew more attention 
to the advantages of population growth and compelled a more 
careful formulation of the laws of returns. Having declared that 
human error, not God, breeds “war, pestilence, and famine,” 


* Social Science, III, 263, 301. Spencer presented this theory in the West- 
minster Review in 1852. While other writers hinted at this hypothesis (see J. A. 
Field, Essays on Population (Chicago, 1931], p. 66) even prior to Malthus’ day, 
Spencer conceived it independently as early as 1847 and based it upon existing 
physiological theory (see his Autobiography, I, 450). R. T. Trall, M.D., a leader in 
the American neo-Malthusian movement and the author of a treatise on birth con- 
trol (Sexual Physiology [New York, 1866]), brought out Spencer’s essay in pamphlet 
form in New York in 1857 under the title A New Theory of Population. Trall, who 
fully accepted Spencer’s thesis, remarked that the latter’s conclusion is “best calcu- 
lated to enlist the sympathies and prayers of every Christian—no slight presump- 
tive evidence of its truthfulness” (Preface, p. iv). 

Spencer’s theory won acceptance at the hands of many American writers who 
were not economists. Some sought to show that at least a residuum of the decline 
in the birth-rate in certain classes was the result of a decline in natural fecundity. 
A number of physicians, influenced by Spencer, attributed the decline in the birth- 
rate to a decline in natural fecundity attributable in turn to the higher education 
of women, the prevailing fashions, and the drain on nervous energy caused by the 
heightened tempo of modern life. After 1910 Spencer’s theory received little atten- 
tion until the recent ‘‘discovery” that certain populations are “dying out” revived 
interest in biological explanations of the decline in the birth-rate. F. H. Hankins 
sums up the issue in these tentative words: ‘There seems to be a psycho-physical 
optimum for the human organism as regards fertility and . . . . this optimum is less 
fully realized than formerly Second, . . . . the increasing demands of a high 
pressure social environment seems to be shifting the utilization of psycho-physical 
energies sharply toward increasing individuation” (Publications of the American 
Sociological Society, XXIV [1930], 122; Eugenics Review, XXIII [1931], 145-50). 
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Carey concluded “that the Creator had provided self-adjusting 
laws, regulating the movement of population; that the treasury of 
nature was unlimited in extent; that demand produced supply; 
and that the power to make demand increased with increase in 
the number of mankind.’’” 

With the exception of E. P. Smith, the first of Carey’s disciples 
to publish a book,” none of Carey’s followers emulated him in 
originality." One, W. D. Wilson, professor at Cornell, rejected 
certain of Carey’s views. On the whole, Carey’s influence reigned 
most effectively at the University of Pennsylvania in the teach- 


»” Social Science, III, 470. For Carey’s treatment see Preface to I, 64-146, 260, 
284, 287, 289, 203, 379, 433 437, 404, 466-67, 472; II, 18, 27, 71; III, 31, 262-367. 
Carey observed that it was natural that Malthusianism had come from misgoverned 
Britain. His approach is typified in the statement, “If the Ricardo theory is true, 
then is slavery provided for by the laws of God” (I, 466). Typical of Carey’s 
naturalism is his view that, since vegetables need carbonic acid and the animal 
sources thereof are drying up, more population is necessary to provide carbonic acid 
for the vegetables needed by that population (III, 319). 

In the North American Review Carey’s criticism of Malthus was characterized 
as unimpressive (XLVII [1838], 76, 84-86); his later views were held to exemplify 
“possible aberrations of the human intellect” (CIII [1866], 580]. It was remarked 
in the New York Review (VII [1840], 311-14) that Carey’s population doctrine was 
absurd in part; that to refute Malthus one did not need to deny the law of diminish- 
ing returns but needed merely to show that, despite population growth and the 
occupancy of less fertile lands, a decline in per capita output would be prevented by 
improvements in methods. The users of Wayland’s text, although not necessarily 
Malthusians, had little use for the Carey brand of political economy. See also New 
York Review, VIII (1841), 525-32, for controversy between Carey and the editor. 


3 Manual of Political Economy (Philadelphia, 1853). In the American Whig 
Review (XII [1850], 382) regret was expressed that only the University of Virginia 
had adopted Carey as a textbook. 


* The Careyites include Greeley (Essays on Political Economy [Philadelphia, 
1869]), Thompson (Social Science and National Economy (Philadelphia, 1875]; Fle- 
ments of Political Economy [New York, 1875]), W. D. Wilson (First Principles of 
Political Economy [Ithaca, 1875]), William Elder (Conversations on the Principal 
Subjects of Political Economy (Philadelphia, 1882]), H. C. Baird (Political Economy 
[New York, 1875], a reprint from the American Encyclopoedia), J. L. Peck (The 
Political Economy of Democracy (Philadelphia, 1879]), Van Buren Denslow (Prin- 
ciples of Economic Philosophy [New York, 1888]), G. A. Washburn (Political Evolu- 
tion, or From Poverty to Competence (Philadelphia, 1885]), H. S. Chase (Letters to 
Farmers’ Sons on Political Economy [New York, 1891]), G. M. Steele (Rudimentary 
Economics for Schools and Colleges [New York, 1891]), Williams and Rogers (Descrip- 
tive Economics [New York, 1893)). 





POPULATION DOCTRINES 449 


ings of R. E. Thompson.” Smith, who was familiar, as was Carey, 
with the new developments in agricultural science, while repeating 
the latter’s arguments sought in the “perpetuity of matter” a 
sufficient ground for rejecting Malthusianism. Smith thus as- 
sumed that Malthusianism rested upon diminishing soil fertility, 
for he states that, since all food consumed is eventually restored to 
the earth, food consumption cannot diminish soil fertility unless 
an excess of the food is exported.* 

The followers of Carey varied in their emphasis on his several 
views. Horace Greeley, the leading journalist of his day, con- 
sidered population increase to be the key to “‘national growth and 
prosperity.” Hence he favored protective tariffs on the ground 
that they made the United States more attractive to immigrants. 
Greeley ignored the laws of returns. When writing on the eco- 
nomics of population growth he had in mind the United States, 
whose development at that time was being greatly accelerated by 
the influx of immigration. Baird and Peck were content to dismiss 
Malthusianism as inapplicable. Elder rested his case upon Carey’s 
formulation of Spencer’s law: Chase, Washburn, and Thompson 
employed this law as a partial refutation. Chase believed that 
production would increase a hundredfold while Washburn as- 
serted that the United States could support thirty times more 
people. Whereas Washburn believed that the introduction of the 
small landholding proprietor would supply an efficient economic 
check to population growth, Chase intimated that the future 
birth-rate would possibly be too low. Thompson, who did not 
distinguish sharply between the biological check of Spencer and 
the socio-economic check, contended, as had Carey, that as men’s 
tastes multiply ‘“‘natural desires lose their despotic strength,” and 
that consequently man need not fear population pressure. 
Thompson not only repeated factual and theoretical arguments, 
similar to those of Carey, but added that population pressure in 
sparsely settled regions is but “‘a providential agency to stir men 
to greater exertion and wiser methods.”’ While Wilson contended, 
contrary to Carey, that the proportion of the population required 

#S. N. Patten, whom we treat below, also reflected Carey’s influence. 

8% Carey quotes Smith at length in Social Science, Vol. I, chap. iii. 
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for food production would increase, he believed that the growth 
of cities and advancement of civilization would check fertility 
while the growth of capital, the increased division of labor, and 
reduced marketing costs would insure an ample supply of goods. 
Wilson believed the “productiveness of any soil’”’ to be limited, 
but accepted Carey’s theory of land occupancy. He denied that 
Carey had disproved the “Ricardo-Malthusian doctrine” and 
looked upon possible population pressure as something related to 
the “Holy Ghost” and “original sin.” Steele, although not wor- 
ried over the possibility of overpopulation in the United States, 
suggested that population growth is advantageous only “up to a 
certain limit.” Williams and Rogers saw population pressure as a 
possible problem only thousands of years in the future. Denslow, 
who characterized “the works of Malthus, Ricardo, and Mill 

. . as repositories of curious errors,’’* contended that Malthus 
was refuted by progress and by the fact that wheat multiplies 
more rapidly than man. A. W. Tourgee asserted that science had 
effected a complete reversal of Malthus.*s 


Ill 

In this section we shall sketch the views of Francis Bowen, 
Amasa Walker, J. M. Sturtevant, A. L. Perry, and Edward At- 
kinson. The theories of Bowen and Walker were formulated prior 
to the Civil War; those of the others were developed subsequently. 
Of this group, only Sturtevant shows any sympathy for Mal- 
thusianism. While Carey’s influence is slightly evident, his theory 
of land occupancy is not emphasized while his physiological doc- 
trine is ignored. 

Francis Bowen, protectionist and nationalist, editor of the 
North American Review (1843-54), and later professor of moral 
philosophy at Harvard until 1889, added relatively little to his 
predecessors’ criticisms of Malthus.* A very religious man, he op- 

4 North American Review, CXXXTX (1884), 12. 

38 American Journal of Sociology, 11 (1896), 31 ff. 

36 Bowen’s views, which appeared in the North American Review during his editor- 
ship, were published in text form as The Principles of Political Economy (Boston, 
1856). A second edition, marked by few changes but rechristened American Po- 


litical Economy, appeared in 1870. Bowen was influenced by Carey, Senior, Laing, 
Thornton, Sadler, and Alison. Although he expressed a very favorable opinion of 
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posed Malthus on religious grounds and attacked Darwinism be- 
cause it was based on Malthusianism and contrary to the “princi- 
pal argument for the being of a God.”” He repeats all the argu- 
ments advanced by the minor critics as well as certain of Carey’s. 
In disproof of Malthus he cites, as did Carey, the failure of emi- 
gration to relieve Ireland of poverty, the fact that man’s numbers 
are still so few despite his long mundane existence, the inverse re- 
lation between wealth and family size, the failure of population 
to increase more rapidly than subsistence, and the tendency of the 
rate of increase to fall as population becomes more dense. While 
Bowen was optimistic concerning the future and while he be- 
lieved that many of the most fertile lands were unoccupied, he 
emphasized the argument that the operation of the preventive 
check would save man from the Malthusian specter provided 
misery were banished and men had a chance to acquire property 
or to improve their economic status. Following Senior in particu- 
lar, he finds man’s chief motive to postpone marriage in the “fear 
of losing decencies” and in the desire to improve his social posi- 
tion. “A nicely graduated principle of restraint, applied just 
where it is most needed, checks the undue multiplication of the 
race in certain localities, where the pressure of population just 
begins to be felt; and this principle, mild and beneficent in its 
mode of operation, like all the general laws of Providence, must 
become universal in its effect, at that far distant day . . . . when, 
if ever, .. . . there shall not be room and sustenance for more.”’ 
Bowen was aware of the interclass social capillarity stressed later 
by Arséne Dumont in France.* 

Amasa Walker, business man and subsequently university 
lecturer, although familiar with the works of Smith, Ricardo, and 
J. S. Mill, apparently understood Malthus’ Essay no better than 
did Bowen, Carey, and their predecessors. Walker charged Mal- 


J. S. Mill’s Principles, he looked upon “Malthus on population and Ricardo on 
rent” as “great dragons against which he feels bound to do vigorous battle” (see 
North American Review, LXV [1847], 498; LX VII [1848], 375). 

3] North American Review, CX XIX (1879), 456-63. The writer gets the impres- 
sion that, while Darwin and Spencer were criticized in nearly all the American 
journals on religious grounds, the effects of their theories were hardly grasped. 


# Op. cit. (1870 ed.), pp. 142-50; ibid. (1856 ed.), pp. 155, 163-64, 172. 





452 JOSEPH J. SPENGLER 


thus with falsely assuming that subsistence is not progressive, that 
population necessarily increases, and that these two postulates 
imply a ‘melancholy relation.” He declared the theory suspect 
because it came from “misruled,” poverty-stricken England and 
“unphilosophical” because it anticipates that “an increase of 
population . . . . will require war or plague to reduce it to the 
limits of food.’”” Walker advanced most of the criticisms formu- 
lated by the minor critics and then, following Bowen and Senior, 
found escape from the specter in man’s “fear of want and of losing 
caste.” In support of the efficacy of the preventive check Walker 
cited Massachusetts data to the effect that the corrected gross 
fertility of the natives was much less than that of the foreign 
immigrants who had not yet acquired native tastes.*® Walker, fol- 
lowing Adam Smith, stated that wages varied according “to the 
expenses of subsistence .... and the condition in which the 
laboring classes are willing to live.” 

J. M. Sturtevant, president of Illinois College, is unique among 
the American critics of Malthus, in that while he admitted the 
law of diminishing returns and the tendency of numbers to in- 
crease and practically espoused the wages-fund doctrine, he re- 
jected Malthusianism on the grounds of natural selection.“ His 

39 The Science of Wealth (Boston, 1866), pp. 452-64. Walker lists as one of the 
disadvantages of the division of labor the fact that, since such division places many 
in the cities where propagation is at a minimum, it checks natural increase. He 
states, however, that this “is a beneficent provision of Nature which checks propa- 
gation in precisely those circumstances where the offspring is less likely to receive 
that nourishment and care and exercise which shall secure its best development” (p. 
49). Walker, in short, believed that so long as the health-producing rural districts 
supplied their excess numbers to the cities, the populations of urban regions would 
be healthy. 

*” Ibid., p. 255. Bowen defined the “natural standard of wages” as “the smallest 
sum which [wi!l] enable the temperate and industrious native-born laborer to sup- 
port a family with decency [and in addition] to amass capital . . . . that will induce 
him to forego the independence and other advantages of trading or working for 
himself” ([2d ed.], p. 180). Bowen emphasized the need for a satisfactory balance 
among occupations if unemployment and depressed wages were to be avoided, a 
need later stressed by F. A. Walker and T. N. Carver (see Bowen, op. cit. [1856 
ed.], p. 194). 

# Economics, or The Science of Wealth (New York, 1878). This is the first work 
in English bearing the term “economics.” Cf. E. Cannan, Review of Economic 
Theory (London, 1929), p. 43. A century ago “economicks” had a technological or 
an agricultural connotation (see American Monthly Magasine, II [1817], 387-88). 
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basic optimism is probably attributable in large part to his agri- 
cultural surroundings, to his training and work as a minister, and 
to the influence of Bowen’s works. 

Sturtevant rejected as inaccurate the statement that wages 
“are dependent on the ratio of the number of laborers to the 
amount of capital.” Rather wages depend upon the “ratio be- 
tween the number of laborers without capital seeking employ- 
ment, and the amount of capital dependent for its productiveness 
on hired labor.” Hence if numbers increase as in India, wages 
will be low.” He rejects the theory that wages vary according to 
the “cost of food” on the ground that this theory implies an 
eventual bare-subsistence minimum. Rather wages vary accord- 
ing to the “‘cost of living,” which includes more than “necessa- 
ries.”’ Provided a man cannot earn enough to support his “mode 
of life,” he will emigrate. Nothing is said of population control.“ 

Sturtevant rejected both Ricardo’s rent theory and Carey’s 
theory of the sequence of land occupation. He asserted, however, 
that population growth elevates rents and that “diminishing 
returns [is] . . . . so obvious as hardly to require statement.” 
Nevertheless, he advances two reasons for refusing to “counte- 
nance .. . . melancholy conclusions” and declares that “the doc- 
trines of Mr. Malthus are to all practical purposes worthy of no 
consideration”’ although he admits that given “peace, prosperity, 
and civilization” the “food producing power of the whole earth” 
would eventually be utilized.“s First, “the law of competition” 
will distribute “civilized communities” wherever “there are 
natural resources to sustain them” and “send abroad the surplus 
capital of civilized nations” in which “the interest and profits 

# Op. cit., pp. 170-73. 

“ Ibid., pp. 178-80. He condemns “vicious celibacy” on the part of males which, 
by compelling the resulting unmarried women to work, intensifies competition and 
depresses wages (ibid., p. 187). 

“ Ibid., pp. 222-25. Sturtevant treats land as “fixed capital” and rent as “equal 
to the interest on the capital invested” in a given piece of land. Accordingly, “culti- 
vated lands” are never rent free. Ricardo substitutes “effect for cause” since rents 


rise because the prices of agricultural products rise as a consequence of increasing 
demand for them. Rent is treated as an “element of cost” (pp. 223-32). 


 Ibid., pp. 261-62. 
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of capital’ have declined.” Second, natural selection insures a 
steady biological improvement of the race. Society consists of 
four classes, of whom the two lowest earn too little to permit 
support of a family. The highest class consists of the self-indulg- 
ing wealthy who produce but few children. Accordingly, the 
population is the product at any time almost wholly of the third 
class, “‘who by a life of labor and frugality are able to support a 
family in plenty and substantial comfort,’’ who almost always 
marry and frequently have large families. 

This third class, which includes the majority of the population, 
is physically the soundest. The unsound are pushed by competi- 
tion into the two sterile lowest classes. Sturtevant implies, there- 
fore, that since the race always derives from those “‘most favor- 
able to health of body and soundness of mind,” it is “on an 
ascending [biological?] plane... . for all the future.’ His 
theory he defends as in accord with Darwin’s “survival of the 
fittest.”* Sturtevant concludes that competition “will adjust the 
population of the globe to the full productive power of the planet. 
. . . » There need be no fear of too rapid increase of the laboring 
classes.’’* 

While a number of lesser non-Careyites gave little or no atten- 
tion to Malthusianism,® A. L. Perry, professor at Williams Col- 

” Ibid., pp. 263-67. “7 Ibid., pp. 268-72. 

# Sturtevant claimed to have developed his theory of population in 1863 “before 
we had any knowledge of Mr. Darwin’s observations” (p. 272). Writing of the 
future of the negro in 1863, Sturtevant predicted that, since free, the negro would 
be unable to meet white competition, he would be unable to earn enough to support 
a family and hence “must melt away and disappear forever . . . . like his brother, 
the Indian.” In the same article Sturtevant developed his population doctrine and 
urged that the “welfare of society” depends, as does the success of a raiser of animals, 
upon propagation by “the strong, the sound, the healthy” and not by “the diseased, 
the weak, the vicious, the degraded, the broken-down classes’”’ (see Continental 
Monthly, III [May, 1863], 608 ff.). It is interesting to note that a century earlier a 
Dr. Milligan (Short Description of the Province of South-Carolina with an Account of 
the Air, Weather and Diseases at Charles-Town [1763}) urged that it would be im- 
politic to extirpate the Indians on the ground that the antipathy between Indian 
and negro could be used by the whites to keep them both in check. 

” Ibid., p. 273 

* Among those who ignored Malthusianism, dismissed it as unimportant in as 


unsettled a country as the United States, or rejected it on the grounds that the food 
supply had outstripped population, were: A. S. Bolles (Chapters in Political Economy 
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lege, and Edward Atkinson, prolific writer, business man, and 
inventor of the “Aladdin Oven,” vigorously belabored Malthus- 
ianism. Originally a follower of the classical school and an ex- 
ponent of the wages-fund doctrine, Perry, having fallen under the 
influence of Bastiat, tried to build his economics around the con- 
cept of value.* Perry referred to population as “‘a topic in Physi- 
ology and not in Political Economy.” While ke stated that tech- 
nological progress would offset the law of diminishing returns and 
that the race between population and food “‘will be Won by the 
latter,’ he rested his case upon theology and upon his belief in 
the beneficence of natural law. ““The strong impulse in mankind 
towards procreation is not too strong for the purpose intended by 
the Creator [because] he who is the author of the impulses is au- 
thor also of natural counterworkings of them.’’** While he be- 
lieved that the earth is capable “of sustaining in comfort a popu- 
lation many thousand-fold greater than at present’’ and that 
under “natural law . . . . production may go forward under ever 
lightening burdens,” he did not forget to add that the “legitimate 
checks to population, which come silently and effectively into 
play as men come more and more under the sway of reason and 


[New York, 1874]), J. M. Gregory (Political Economy [New York, 1876]), J. H. 
Patten (Political Economy for American Youth [New York, 1892]), D. J. Hill (Lec- 
ture Notes on Economics and Politics (Lewisburg, Pa., 1884]), H. W. K. Eastman 
(The Science of Government (Lawrence, Mass., 1888], prepared for the Knights of 
Labor), Edward Spencer (Adantic Monthly, XXXVII [1876], 552), J. Schoenhof 
(Forum, XXVII [1899], 325-38), O. P. Austin (ébid., XXXI [1901], 165-74); Social 
Economist (11, 35; VII, 203-10). See also Union League Club of New York, Report 
of Special Committee on Emigration (May 12, 1864), in which it is argued that 
“emigration” (sic, meaning “immigration’”’) does not and cannot depress wages. 
J. K. Ingalls, follower of Henry George, practically ignored Malthus (Social Wealth 
[New York, 188s5]). 

s' Perry’s works went through many editions. See Elements of Political Economy 
(New York, 1865); Introduction to Political Economy (New York, 1877); Principles 
of Political Economy (New York, 1891). MacLeod could detect little difference be- 
tween his and Perry’s theories. See MacLeod, The History of Economics (New 
York, 1896), p. 154. 

5? Introduction to Political Economy, p. 143. 

8 Principles, p. 217. Having presented a rigid wages fund doctrine Perry never- 
theless concluded that, in light of experience and Nature’s gifts, “the law of popula- 
tion . . . . has no scientific relevancy to the question of wages” (Elements [1871 ed.], 
PP. 139-43). 
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affection, may be rationally expected forever to prevent the Mal- 
thusian impinging of population upon food.” He echoed the oft- 
refuted argument of A. H. Everett when he remarked that “the 
demonstrated ability of Great Britain under free trade to draw on 
the fertility of the whole world for the steadily and increasingly 
cheap maintenance of her people, demonstrates the irrelevancy of 
Malthusianism to the Science of Economics.’’*’ He attributed the 
increase in the price of agricultural products relative to the price 
of non-agricultural products to the fact that agriculture is less 
susceptible to division of labor and more susceptible to diminish- 
ing returns.® 

Atkinson,’ who understood neither Malthus nor economic 
theory, dismissed “the so-called law of diminishing returns” as 
invalid because subsistence had outdistanced numbers and be- 
cause the “power of mind over matter’’ and the “application of 
science and invention to the subsistence of man’ are without 
limit. He rejected Sir William Crookes’s gloomy estimate of the 
future population capacity of the earth and denied that the sup- 
plies of potash, nitrogen, and phosphate would prove inadequate. 
He favored unlimited immigration to the United States because 
“there can be... .nolack . . . . of land within any computable 
time.” He finds Malthusianism untenable because it makes prog- 
ress “‘worse than useless’’ and because statistics prove that “the 
power of man to consume the means of subsistence is limited, 
while . . . . the power . . . . to produce and distribute the means 
of subsistence is practically unlimited.” He saw “visions of the 
Utopias within the scope of a law of progress in material welfare 
to which no limit can be put in time or space.” Atkinson, in 
brief, rested his case, as did the early American critics, upon 
progress in technology and invention.* 

84 Introduction, pp. 91, 100. 8s Principles, p. 217. 

% Introduction, p. 121. See also his speech, “The Foes of the Farmers” (1874). 

5? Atkinson’s views appear in Forum, V (1888), 604-11; XIII (1892), esp. p. 364; 
Popular Science Monthly, LIII (1898), esp. pp. 54, 749-50; LVII (1900), esp. p. 
637; LIX (1901), 576-77. 

88 Whereas the drift to the cities inspired many articles pro and con in Europe, 


there is no similar literature in the United States where the rural population in- 
creased absolutely but decreased proportionally. E. Spencer, an anti-Malthusian, 
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Both Henry George, the self-educated printer and founder of 
the single-tax movement, and Simon Nelson Patten, perhaps one 
of the most influential of the past generation of American econo- 
mists, lay stress upon future productivity and upon the alleged 
tendency of the standard of living to rise. George, one of the most 
persuasive of American writers on economic subjects, needed more 
than any other American to prove Malthus’ thesis invalid. For 
George sought to show that poverty is always the handmaiden of 
progress and that the poor are many even in the lands of plenty, 
not because capital exploits labor or because population presses 
upon subsistence, but because the ownership of land is concen- 
trated in the hands of the few and the return to the landowners 
absorbs all the fruits of economic progress. George’s method was 
to deny all the alleged causes of poverty except landownership.” 

George’s arguments differed from those of his American prede- 
cessors chiefly in fluency. He contended that improvements in 
the arts and methods would greatly expand productivity and that 
the expanding standard of living would erect an ever more effec- 
tive obstacle in the way of gross fertility. He supported these 
arguments with the same deism and the same naturalism which 
runs through the works of most of the American critics of Mal- 
thus. In support of his thesis George states, as did Carey, that 
Irish and oriental poverty are not caused by population pressure; 
that since “matter is eternal,” life takes nothing away;” that the 
greater reproductive power of vegetables and animals “simply 
proves the power of subsistence to increase faster than popula- 
tion”; that despite man’s “millions of years . . . . upon the earth, 
lit] is yet so thinly peopled”; that great families become extinct, 
that the populations of great civilizations have dwindled, “that 
wealth is greatest where population is densest”; that were wealth 
seemed to think that cities suck up the life and health of the countryside and then 
perish for lack of recruits and food from the country (Southern Magazine, XV 
[1874], 126-27). See also A. F. Weber, The Growth of Cities (New York, 1899), for 
treatment of causes and consequences of urban growth. 

%® Progress and Poverty (New York, 1879); see especially Book II, chaps. i-iv; 
Book III, chap. ii; Book IV, chaps. i-iv; Book VI, chap. ii; Book VII, chap. iii; 
Book VIII, chaps. i-ii; Book IX. See also his Collected Works (New York, 1904), 
IX, 191-314. 

* This implies that Malthusianism rests on diminishing soil fertility. 
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distributed more evenly the high rate of natural increase among 
the poor would diminish because man “is an animal plus some- 
thing else’’ and his “desires increase as they are fed.” Despite his 
barrage of epithet, analogy, and historical incident, George’s at- 
tack is conditional. For he accepts Ricardo’s rent doctrine, ad- 
mits that “the increase of population does reduce the power of 
the natural factor of wealth,” and implies that there is an opti- 
mum population. ‘Within the limits in which we have reason to 
suppose increase would still go on, in any given state of civiliza- 
tion a greater number of people can produce a larger proportion- 
ate amount of wealth, and more fully supply their wants, than 
can a smaller number.’ 

Patten, who carried the torch of Carey into the twentieth 
century, was the last great optimist. Reared in the Middle West 
during the post-Civil War agricultural revolution in the United 
States” and educated in Germany, Patten did not take kindly to 
English theory. He referred to the conditions observed by Mal- 
thus, Mill, and Ricardo as a “deficit” economy and declared that 
the laws derived from a “deficit” economy did not fit a dynamic 
modern “surplus” economy. Hence he had no use for the law of 
diminishing returns which, in a criticism of T. N. Carver, he de- 
scribed as a “pre-evolutionary” view. Diminishing returns, he 
said, was invented by city economists to explain things they did 
not understand; neither farmers nor agricultural chemists ac- 
cepted it. “There is no room for the action of a law of diminishing 
returns so long as new avenues are open for the psychical develop- 
ment of the race and the growth of social ideas and feelings.’ 

& See pp. 149-50 in the 1880 ed.; eight pages earlier diminishing returns are 
denied, ibid., pp. 141-42. George thus falls into the same error as did Carr-Saunders 
when he contended that populations under given conditions tend to an optimum 
size. This argument smacks of beneficent naturalism and assumes that individual 
and communal welfare are identical and that the achievement of the former insures 
the achievement of the latter. George opposed Chinese immigration. 

& R. G. Tugwell, a student and admirer of Patten, in the course of an interesting 
sketch of his life remarks: “His philosophy was indigenous to the midwest corn- 
fields instead of coming second-hand from the books of men grown up beside the 
meagre turnip fields of Europe” (Journal of Political Economy, XXXI [1923], 166). 
Tugwell says Patten invented the phrase “race suicide.” 

See his Essays in Economic Theory, ed. Tugwell (New York, 1924), pp. 123 ff. 
Carver, who described the law of diminishing returns as a “bugbear to reformers,” 
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Patten had no fear of overpopulation. In an article, “New 
Statement of the Law of Population,” published in 1895, he sub- 
stitutes the true opposition “between population and productive 
power” for the false opposition “between population and the 
means of subsistence.’’ He attributes misery to “lack of produc- 
tive power” which can be increased through “subjective changes 
in man and not [by] objective changes in man’s environment.” 
Having disposed of the limitations to productivity, he contends 
that social progress accentuates the operation of “three classes of 
unconscious checks which supplement those mentioned by Mal- 
thus” and operate through economic, sociological, and physio- 
logical agencies. First, the standard of life expands, self-restraint 
develops, and costly consumption gives way to “a varied, cheap 
and harmonious consumption.’”’ Second, as Raymond Pearl later 
sought to show,“ because of changes in society men feel in a 
decreasing degree “the force of their passions and appetites.” 
Third, as Carey and Spencer observed, “‘physiological changes in 
men .... reduce the strength of the primitive appetites and 
passions.”’ In brief, as civilization advances productive power in- 
creases and the rate of natural increase diminishes.® 

The tendency of the standard of living to rise and serve as an 
adequate check to population growth was stressed by F. W. 
Sanders; by H. R. Seager, who dismissed the Spencerian check ;” 
by C. W. MacFarlane, who contended that Malthus in his later 
editions had emphasized an “advancing standard of life’’;* by 
John Borden, who asserted that the advance of civilization would 
substitute prudential for positive checks;” and by George Gunton, 


is labeled “‘a Second Adventist.’’ Patten’s views are well stated in The Premises of 
Political Economy (Philadelphia; 1885), and in The New Basis of Civilization (New 
York, 1907). 

% Biology of Population Growth (New York, 1925), pp. 178-207. 

*% See Essays, esp. pp. 199-205. Patten would have dismissed the current notion 
of an “optimum” population, for he criticized comparison of actual production with 
“the ideal productivity of the soil when cultivated by an ideal society” (ibid., p. 203). 

© The Standard of Living in Its Relation to Economic Theory and Land National- 
ization (Chicago, 1898), pp. 51-56. 

© Economics (New York, 1909), pp. 208, 210-14. 

® Value and Distribution (Philadelphia, 1899), pp. 280, 284, 288-89. 

® Two Essays on Economics (Chicago, 1890), pp. 60-61. Borden was influenced 
by Bowen. 
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who held that prosperity depends “‘upon increasing the wants and 
elevating the social life and character of the laboring classes” and 
that, since wages are governed by the cost of the standard of liv- 
ing, they will be highest where the standard is most complex and 
expensive.” J. Q. Dealey contended that technological progress 
rendered Malthusianism “absurd,” while Professor Seligman, 
like Patten, held that both population and prosperity might in- 
crease, since the antithesis is between “population and . . . . pro- 
ductive efficiency” and not between population and food.” 

The most effective American criticism directed at Malthus 
was that of J. B. Clark and F. A. Fetter. While both writers 
sought to show that the preventive checks would of necessity be 
intensified, only Clark stressed the counteracting influence of 
technological progress. There is in all of Clark’s works some of 
that natural optimism which pervaded the works of Carey, 
George, Patten, and others—an optimism traceable to Clark’s 
surroundings, to Knies under whom he studied in Germany, to 
Amasa Walker’s work which he studied when an undergraduate, 
and to George’s Progress and Poverty, which not only influenced 
Clark’s distributive theory but also strengthened his belief that 
the standard of living would steadily rise.” 

” Gunton’s Magazine, XV (1898), 188-89; Principles of Social Economics (New 
York, 1891), p. 207. J. R. Commons (see The Distribution of Wealth [New York, 
1893], pp. 173, 177, 181) criticized Gunton for selecting only one of several causes 
and for overlooking other factors which influence the supply of labor. “Wages, then, 
of a given class of laborers are determined by the cost of living of the most expensive 
part of the customary supply of that class, this supply being itself determined by the 
power which the given class possesses of limiting its numbers relative to the possible 
demand. Where there is no power to limit numbers the law of diminishing returns 
presses wages down to the minimum of life. Consequently the expense of labour, 
efficiency being given coincides with the cost of living of the marginal labourers of 
the given class.” 

™ Sociology: Its Development and A pplication (New York, 1922 ed.), p. 231; see 
also ibid. (1909 ed.). 

” Principles of Economics (New York, 1910), p. 63. 

3 Like Carey (free trade) and George (private receipt of rent), Clark too had a 
béte noire, monopoly. “Monopoly . . . . is the gravest menace which hangs over the 
future of economic society,” for its introduction will “end competition, . . . . check 
invention, pervert distribution, and lead to evils from which only state socialism 
would offer a way of escape” (Essentials of Economic Theory [New York, 1907], p- 


559)- 





POPULATION DOCTRINES 461 


Clark’s treatment of the possibility of overpopulation under- 
went some change. In his first work” he admitted the operation 
of the law of diminishing returns in agriculture but rejected the 
conclusion that “‘a constantly increasing population” would lead 
to “a reign of increasing misery.” This tendency is counteracted 
by the law of increasing returns in non-extractive industries, for 
although an increasing proportion of the labor supply will be re- 
quired to produce food, the increasing effectiveness of the labor 
employed to make other products will offset the diminution in the 
relative number available for the production of other products. 

The cost of creating form utilities is constantly lessening; and form utili- 
ties are more and more preponderating in the wealth of society. That which 
humanity, as a whole, enjoys costs it a continually lessening sacrifice. That 
which produces form utilities is not the creative power of nature, but the 
transforming power of men; and this power becomes progressively efficient 
as production enlarges. New motive powers, machines, and processes are 
multiplying and promise to increase, beyond any discernible limit, the capac- 
ity of man to transform what nature places in his hand. If elementary utili- 
ties become costlier by one quarter, and form utilities cheaper by one half, 
the resultant is a gain for humanity in the enjoyments which it can secure.’ 


As population growth is a dynamic factor, Clark does not touch 
upon it in The Distribution of Wealth,” except to imply that a 
steady increase in population, with the other factors and the state 
of the arts and organization remaining constant, would spell Mal- 
thusian misery. In Essentials he comes to grip with Malthusian- 
ism. He declares that while Malthus’ statement “requires in 
form no extensive supplementing,” this supplementing will “‘re- 
verse completely the original conclusion of the teaching,”’ name- 
ly, that although increases in per capita output may result in a 
higher standard of living, these increases tend to be neutralized 
by population increase. If wages are to rise and the rate of inter- 
est to fall, it is required “that the rate of growth of population 
should be subject to a natural check, that the increase of capital 
should not be unduly retarded, that technical improvements 
should go on, and that the organization which is effected should 
be of the kind which makes for efficiency but not for monopoly.” 

™ The Philosophy of Wealth (New York, 1885). 

8 Ibid., p. 100; see pp. 99-103. % New York, 1899. 
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One must show that population growth does not neutralize the in- 
crease in wealth. One must show that the standard of living, “on 
which everything depends,” would rise because “‘economic causes 
make it so,” that “in a purely economic way progress makes 
further progress easier and surer and that the gains of the working 
class are not self-annihilating but self-perpetuating.” In short, 
one must show that the standard of living is rising, that this rise 
is inherent in the manner in which man responds to increases in 
wealth, and that, consequently, any increases in production grow- 
ing out of economic progress will not and cannot be wiped out by 
population growth.” 

In support of his conclusion that the standard of living is self- 
perpetuating and self-elevating, Clark points out that during the 
nineteenth century the opening of new lands and the application 
of new methods “pushed wages upward in spite of everything 
that would in itself have pulled them down,” that the rate of 
population growth declined most in the civilized industrial coun- 
tries, and that the decline was greatest in the upper class of 
society. Accordingly, as the relative numbers in the upper and 
the middle classes increase, the rate of increase will fall. Among 
the factors which motivate control of fertility Clark includes “a 
tenacious maintenance of status’ as the “motive which figures 
most prominently” and the desire to improve one’s status and 
that of one’s children. Clark cited as ‘‘a positive proof of the mo- 
tives which put a check on population” the demand for factory 
laws and compulsory education, both of which lengthen the 
period during which children are not self-supporting. Clark con- 
cluded, therefore, that since “technical progress gives no hint of 
coming to an end” and the standard of living naturally is pushing 
upward, population growth will not depress per capita output and 
wages.” 

Fetter, the first leading American economist to write a book on 
population theory,” contends in substance as did the sociologist, 


7 Clark condemned those who sought to refute Malthus by showing that sub- 
sistence had thus far outrun population and that the standard of living had risen. 
Malthusianism in its pessimistic and “untenable form” requires a low, stationary 
standard of living about which wages fluctuate. 

% See Essentials, pp. 319-38, for Clark’s treatment. 

1 Versuch einer Bevilkerungslehre (Jena, 1895). 
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Lester F. Ward,® that Malthus’ theory is descriptive only of the 
animal world where volitional control is impossible. With Clark, 
Fetter held that volitional control will adequately curb popula- 
tion growth. Fetter, besides taking exception to Malthus’ defini- 
tion of the “principle of population,” criticizes Malthus on four 
grounds: (a) the factors determining the size of the food fund 
are not clearly defined in the Essay; (b) population consists of 
various classes and not of one class as Malthus implied; (c) since 
population consists of several classes, it follows that the effect of 
population growth upon the food supply depends upon the class 
of the population in which the growth has occurred; (d) Malthus 
does not harmonize his “principle” with the fact that on some 
levels of existence man is a volitional animal capable of foresight 
and restraint.** Fetter accordingly believes, as did Clark, that 
volitional control will curb population growth adequately. 


SUMMARY 


While all the writers examined in this paper gave expression to 
anti-Malthusian views, several changes are discernible as we ap- 
proach the twentieth century. In the first place, there is a diminu- 
tion in emphasis upon the benevolence of God and nature, al- 
though one finds a certain amount of beneficent naturalism even in 
J. B. Clark. Second, there is decreasing emphasis upon improved 
methods and upon the réle of increasing returns in the non- 
extractive industries. Third, the later writers emphasize much 
more than did the earlier writers the intensification of the preven- 
tive check. Fourth, while, with exception of such critics as Clark 
and Fetter, none of those who criticized Malthus at length ex- 
hibits a grasp of the economics of Malthusianism, the later writ- 
ers had a better understanding of English classical theory. As we 

* Ward, while a sharp critic of F. Galton’s hereditary determinism, favored re- 
striction of population growth, especially among the lower classes. Ward held 
Malthusianism to be valid only in the animal world. “The advent with man of the 
thinking, knowing, foreseeing, calculating, designing, inventing and constructing 
faculty, which is wanting in the lower creatures, repealed to this extent the biologic 
law or law of nature, and enacted in its stead the psychologic law, or law of mind” 
(see The Psychic Factors of Civilization [New York, 1892], p. 280). 

* Economics, (New York, 1915), 1, 411-12, 424-25; Vale Review, VII (1898), 160. 

® Vale Review, pp. 158-62. 
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have noted, the very nature of the criticisms advanced against 
Malthus indicates a lack of grasp of theoretical economic reason- 
ing. Logical inconsistency marks the works of many of the critics. 

In substance, the later critics substituted the supposition that 
man is an animal-plus for the earlier critics’ supposition that the 
output of food and things is certain to increase as rapidly as 
population. The earlier critics believed that, because of increas- 
ing division of labor and technological progress, total output 
would increase in at least the same proportion as numbers and 
that, consequently, population growth would not depress per 
capita income. Carey, Bowen, A. Walker, and their contem- 
poraries, while optimistic as to future productivity, realized that 
one must show that numbers will be checked before they depress 
per capita income. All the later critics stressed, therefore, what 
the earlier critics merely mentioned, namely, that under proper 
institutional conditions a rising standard of living would check 
numbers at a supra-subsistence level. Carey, Patten, the Carey- 
ites, and many non-economist writers added Spencer’s physio- 
logical check. Until Clark and Fetter wrote, however, no critic 
fully realized that he must show that existing social processes 
make impossible a downward secular trend in the standard of 
living and in per capita income.* 

Neither Malthus’ pessimism nor his manner of argument found 
favor with or was understood by his critics. We find the earlier 
critics at least implicitly criticizing both his assumptions and his 
logic, whereas Clark merely criticized his assumptions. Both 
Clark and the earlier critics, however, reached the same con- 
clusion, that under the conditions most likely to prevail popula- 
tion growth would not entail a lowered per capita income. The 
earlier critics (e.g., Everett, Carey, etc.) in places explicitly deny 
the law of diminishing returns. It is unlikely, however, that they 
meant to say that under given, non-changing conditions con- 
tinued population growth would involve no diminution in incre- 


8s The tenor and nature of the views of Malthus’ early American critics resemble 
closely those of his early English critics (see Field, op. cit., pp. 1-86). It is curious 
that the pro-Malthusian observations of N. Senior were ignored by the American 
critics of Malthus, although they frequently referred to Senior’s anti-Malthusian 
statements. 
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mental returns. Apparently the American critics who were think- 
ing in dynamic terms—in terms of large areas and changing meth- 
ods—meant to say that under the probable, continually changing 
conditions population growth would not depress per capita in- 
come. The difference between European and American institu- 
tions is constantly stressed. Essentially the American writers con- 
tended that, given social institutions as satisfactory as are pos- 
sible to man, productive capacity will be adequate and prudential 
motives strong enough to prevent pressure of life to a subsistence 
level and to make possible a rising per capita income. 

Who would appraise the American critics of Malthus must ap- 
praise Malthus’ work, a task beyond the limits of this paper. In 
brief, Malthus argued that, in light of the probable improvements 
in productive technique, population growth must be controlled if 
poverty is to be prevented—a proposition valid even today. Mal- 
thus implied, however, that population growth would probably 
be halted at and mot above the subsistence level. In the light of a 
hundred years’ experience, it is plain that he greatly underrated 
technological progress and the elasticity of the standard and the 
scale of living; that he was more accurate in saying that progress 
may eventuate in both an increase in numbers and an elevation 
of the scale of life than in predicting that population pressure 
would eventually depress American wages.** Modern writers find 
the long-time check to population growth in a standard of living 
which is moving more and more above the subsistence level. The 
modern writers’ checks, with the exception of the unimportant 
check of H. Spencer, fall within the threefold classification of Mal- 
thus. Hence, while strictly speaking Malthus’ formula is inclu- 
sive of the present-day treatment of such writers as Fetter, prac- 
tically speaking there is a marked difference in emphasis. The 

“ Cf. his Principles of Political Economy (1820), pp. 252-54, with I, 313, in the 
Essay (Everyman ed.). For his final views see ibid., Book I, chaps. i-ii; Book II, 
chap. xiii; Book III, chaps. xiii-xiv; Book IV, chaps. xiii—xiv. 

Professor Taussig has pointedly observed that, despite his discussion of moral 
restraint, Malthus “retained throughout a conviction of the strong probability that 
every increase in food would bring a corresponding increase in numbers, and that 


wages, in terms of the habitual food of the laborers, would remain at one dead level” 
(Wages and Capital [New York, 1896], p. 162). 
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moderns treat man as an animal-plus, whereas Malthus treated 
him primarily as an animal. The numerous American critics who 
emphasized improvements in methods, the dynamics of progress, 
and the elasticity of the scale of living and the standard of living 
were justified in criticizing Malthus’ underestimate of the efficacy 
of those factors as preventives of poverty. The American predic- 
tion of an expanding standard of living was weakened by the 
failure to realize that control of conception®’ is a necessary pre- 
requisite of the maintenance of an achieved scale of consumption 
and by the failure to analyze the manner in which a standard 
rises. In the last analysis the Americans (including Clark) but 
gave expression to a pious hope based upon faith or upon a very 
short historical experience.* 

Granting the knowledge of effective means to curb the birth- 
rate, there will be an economic incentive to employ those means 
only if an individual desires to preserve his customary scale of 
consumption or to elevate that scale. Let us suppose a classless, 
homogeneous society occupying a given area. Assuming that a 
given, non-changeable scale of consumption were desired, num- 
bers would not be checked until that scale was threatened. Now 
assume that the scale of consumption is susceptible of elevation. 
Provided methods of production improved only very gradually, 
it is probable that population would grow in proportion to these 
improvements and that the scale of consumption would remain 
constant. If, however, improvements took place in the form of 
sharp jumps in production per capita, or if progress were upward 
but cyclical in shape, increases in per capita output would be fol- 
lowed by increases in the scale of consumption. Before population 
could catch up with production and cancel out the increases in 
per capita consumption, the higher level of consumption would 
have become customary and would be protected, through contra- 


8s It is assumed that abortion and infanticide are illegal and contrary to the 
mores. 

% Clark did not differentiate between the objective and the subjective standard 
of living. Hence he failed to analyze carefully the social processes which control 
living standards. Finally, he ignored the birth-control aspect. In the light of these 
omissions, therefore, his view that the standard of living will remain at a supra- 
subsistence level loses force. 
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ception, against the depressing influence of population growth.” 
In short, saltatory progress is a prerequisite of a rising scale of 
living. Herein lies a partial explanation of the failure of the 
birth-rate to decline prior to the industrial revolution. 

In a society of classes and of different levels of income the 
process is slightly different. Any one class tends to desire to live 
on a par with the classes immediately above it, provided a rigid 
caste system does not prevail. The extent to which the desires 
of a given class are molded by the habits of consumption of the 
higher classes depends upon the extent to which the given class is 
informed concerning these habits. This state of information de- 
pends upon the amount of communication, contact, etc., be- 
tween the lower class and the higher classes. Hence, granted ade- 
quate information and the possibility of elevating status, the in- 
centive to curb the size of family will be roughly proportionate to 
the number of classes in a society. Whatever increases this num- 
ber of classes (e.g., war and conquest) will retard the birth-rate. 
Further, any marked improvement in methods of production will 
exercise an influence similar to that described in the preceding 
paragraph. It follows from the foregoing argument that, in so 


far as purely economic tastes influence the birth-rate, the decline 
in the birth-rate has been caused by the development of inter- 
class communication and mobility and by the saltatory and 
cyclical upward trend in per capita productivity. 

JosEerH J. SPENGLER 


DUKE AND ARIZONA UNIVERSITIES 
(To be concluded in the next issue) 


* Professor F. W. Taussig has drawn the writer’s attention to a somewhat similar 
observation by J. S. Mill; see Ashley ed., pp. 348-49. See also F. W. Giddings, 
Principles of Sociology (New York, 1896), pp. 335 ff., and W. M. Coleman, Eco- 
nomics as a Foundation for a Theory of Government (New York, 1901), pp. 73-78; 
J. R. McCulloch, A Treatise on the Circumstances Which Determine the Rate of 
Wages and the Condition of the Labouring Classes (2d ed.; London, 1854), pp. 34-36. 

Occupations greatly influence the kind and number of tastes. Propaganda 
(e.g., religion, fascism, etc.) may have a similar effect. 
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I. INTRODUCTION 


In two earlier papers’ I measured the elasticities of demand and 
the rates of shift of the demand curves for selected commodities, 
and compared the elasticities of demand obtained by different 
methods. In both studies, the commodities considered were corn, 
hay, wheat, sugar, potatoes, oats, barley, rye, and buckwheat; 
the data used were the per capita consumptions and the “real” 
(i.e., deflated) prices of these commodities; and the periods 
covered were three: (I) 1875-95, (II) 1896-1914, and (III) 1915- 
29 (excluding 1917-21). Most of the demand functions considered 
in these studies were, however, of the simple type 


x=f(y, t) ’ 


where x is the per capita consumption, y the real price, and #, time. 
No account was taken of the prices of related goods, and no 
analysis was made of the interrelations of the demands for the 
various commodities. 


* This paper was read before the joint meeting of the American Statistical As- 
sociation with the Econometric Society at Cincinnati, Ohio, December 30, 1932. I 
am indebted to Professors M. D. Anderson and Wirth F. Ferger for their scheduled 
discussions of this paper, which have led to several improvements in the exposition, 
and to Professor Harold Hotelling for comments and suggestions which have been of 
the greatest service. 

The research, on which.this paper is based, was made possible through the gen- 
erosity of the Social Science Research Committee of the University of Chicago, to 
which acknowledgment is herewith made. I am profoundly grateful to my research 
assistants, Miss Frances Gibson, Miss Edith Mohn, and Miss Janet Murray, for 
collaboration during the various stages of the investigation and for the statistical 
work, and to Mr. Y. K. Wong for the charts. 

“The Shifting Demand for Selected Agricultural Commodities, 1875-1929,” 
Journal of Farm Economics, XIV, No. 2 (April, 1932), 201-27; and “A Comparison 
of Elasticities of Demand Obtained by Different Methods,” Econometrica, I, No. 3 
(July, 1933), 274-308. 
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The main object of the present paper is to extend the analysis 
of demand into the field of related goods. More specifically, the 
objectives are: (1) to compare the theoretical properties of de- 
mand functions for completing and competing goods; (2) to 
analyze the concrete statistical demand functions of a group of re- 
lated commodities with the view of determining which of them 
are completing and which are competing; (3) to see whether and 
to what extent the theoretical relations are reflected in the obser- 
vations; (4) to call attention to certain new problems in sta- 
tistical methodology; and (5) to indicate the practical significance 
of studies in the interrelations of demand, especially their bearing 
on the problem of taxation. 


Il. THEORY OF RELATED DEMANDS 
Let x; and y; be respectively the quantity and price of the com- 
modity C,(¢=1,...., ), and let 
(1) e=o(x:,...., tn) 
be the total utility function’ for an individual. Let us denote the 


first partial derivative of the function with respect to x; (which, 
of course, is the final degree of utility of the quantity x;) by ¢;: 


_ 
(2) Pi Ox’ 


and the second partial derivative with respect to x; and x; by gy: 
ey 


<== — - 4 
(3) ij OxjOxi" 

3 I should like to emphasize the fact that for the purpose of this paper I am simply 
assuming the existence of the total utility function, without raising the question of 
how it can be derived, by integration, from the final-degree-of-utility function. For 
a discussion of this question, which involves the problem of the influence of the 
order in which the commodities are consumed on the utility, as well as other related 
problems, see Vilfredo Pareto, Manuel d’économie politique (Paris, 1909), ““Mathe- 
matical Appendix,” pp. 539-57; G. E. Evans, Mathematical Introduction to Economics 
(New York, 1930), chaps. xi and xii, and his paper on “The Réle of Hypothesis in 
Economic Theory,” Science, LXXV, No. 1943 (March 25, 1932), 321-24; and my 
review of Evans’ book in the Journal of the American Statistical Association, XXVI, 
No. 176 (December, 1931), 484-91. 

‘ This expression gives the rate of change of the final degree of utility gi with 
respect to zj, whether or not i=j. 





47° HENRY SCHULTZ 


Since ¢g is, by assumption, finite, and has continuous second 
derivatives in the region in which we happen to be interested, the 
order of differentiation is immaterial, and we have 


(4) Pij = Pit - 
This property will play an important réle in the present theory. 


A. CLASSIFICATION OF RELATED COMMODITIES 
With these definitions in mind, we may, following Professor 
Irving Fisher’ and Vilfredo Pareto,® classify commodities into 
three groups according as 


(5) YijzO. 


1. Thecommodities C,,C,,C;, .... , are said to be independent 
in consumption, if ¢, (the final utility of x,) depends only on z,; 
if y, depends only on x,, etc. Then we have 


(6) (u=0, PugMO, 22005 G3 =O, . 


5 Irving Fisher, “Mathematical Investigations in the Theory of Value and Prices,” 
Transactions of the Connecticut Academy, IX, Part II (1892), 64-89. (A photo- 
engraved reprint of this dissertation was published by the Yale University Press in 
1925.) This little classic is still the fountain of much that is good in the theory of 
related utilities. Pareto was influenced by it. 

That Professor Fisher was one of the first economists to realize the importance 
of the subject of the interrelations of demand is evident from this statement (p. 76) : 

“The relations between competing articles and completing articles are not always 
so simple, for articles may be competing at some combinations and completing at 
others. Statistical inquiries along these lines might be made with profit, and have ap- 
parently attracted little attention” [italics inserted]. 

The terms “completing” and “competing” I have borrowed from Professor Fisher, 
who credits them to Auspitz and Lieben. 

*Vilfredo Pareto, Manuel, chap. iv, especially §§ 8-31, pp. 251-63, and the 
“Mathematical Appendix,” § 47, pp. 575-76; “Economie mathématique” in the 
Encyclopédie des sciences mathématiques, Tome I, Vol. IV, Fasc. 4 (1911), § 17, pp. 
611-13. (There is an error in the Manuel: equations [63] and [64] on p. 576 should 
be interchanged. There is also a misprint on p. 613 of the second reference: the 
third of the inequalities [25] should be <o, not >o.) 

Pareto distinguishes between two kinds of dependence: (1) that which arises 
from the fact that the utility derived from the consumption of a particular good is 
associated with the utilities derived from the consumption of other goods; (2) that 
which arises from the fact that one good may be substituted for another in order to 
produce utilities which, if not identical, are at least approximately equal. The two 
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2. The commodities C,, C,, C;, . . . . , are said to be completing 
(complementary) in consumption if the same quantity of any one 
of them yields a higher final utility when the commodities are 
consumed jointly than when they are consumed separately. Thus, 
within certain limits, the final utility of the same amount of bread 
is increased as we increase the quantity of butter. For such com- 
modities we have, in general, 


(7) Pr>O, Pryy>O,.--+, GPyPO,... 


A very large number of economic goods have this characteristic. 

3. The commodities C,, C,, C;, .... , are said to be competing 
(rivals) in consumption if the same quantity of any one of them 
yields a lower final utility when the commodities are consumed 
separately. Such commodities are generally not used jointly but 
are substituted for one another. For this very important group, 
which has received the special attention of Menger and the other 
members of the Austrian school, we have 


(8) P12 <0, $13 <0, “ee © 9 $23 <0, oe oo © 


Examples of competing commodities are butter and oleomarga- 
rine, wine and beer, lard and various kinds of vegetable shortening. 

The economic significance of the mathematical definitions (7) 
and (8) may perhaps be more easily grasped from the hypothetical 
table (Table I), which I am adapting from Pareto.’ 


types of dependence differ only quantitatively, the first possessing in a less pro- 
nounced manner the same characteristics as the second. 

In the first type of dependence, Pareto finds it useful to distinguish the follow- 
ing extreme cases: 

(a) The dependence which arises from the fact that we appreciate more or less 
the use or the consumption of a thing, depending on the state in which we find our- 
selves. Thus a starving man cares little or nothing for knives, forks, spoons, nap- 
kins, etc., although under normal conditions of hunger the pleasure which he gets 
from a meal depends in part on the way in which it is served. 

(8) The dependence which arises from the fact that certain things must, in gen- 
eral, be used jointly if they are to yield us pleasure, irrespective of the condition in 
which we find ourselves. These are called complementary goods. 

In the present study, goods which exhibit Pareto’s first type of dependence (of 
which [a] and [8] are special cases) are referred to as completing goods, and those 
which exhibit the second type of dependence are referred to as competing goods. 


7 Manuel, p. 269. 
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The upper part of this table shows that when the quantity x, 
of C, is kept constant at ro units, the final utility of C,—i.e., the 
increase in total utility due to a unit increase in the quantity of 
C,—is 0.1 when 10 units of C, are consumed.’ But when the 


TABLE I 


HYPOTHETICAL ILLUSTRATION OF THE DIFFERENCE 
BETWEEN COMPLETING AND COMPETING GOODS 








QUANTITIES OF THE Tota Utitity QUANTITIES OF THE Tora Utiuity 
CoMMODITIES YIELDED BY CoMMODITIES YIELDED By 
C, anv C, THE COMBINATION C, anv C; THE COMBINATION 








(x.%,) x: | (x.2;) 





Completing Goods 











Increase in total utili- 
ty due to an in- 
crease of 1 unit in 2; 














Difference between the two utilities... . 





Competing Goods 











Increase in total utili- 
ty due to an in- 
crease of 1 unit in 2 














Difference between the two utilities 





8 A distinction must be drawn between “final utility” (which is my abridgment of 
Jevons’ “final degree of utility”) and “marginal utility.” The former is the partial 


re ti) , , 
derivative i= 5E- The latter is the increment g;dx;. The two measures are nu- 
i 


merically equal, though still different in meaning, when dx;, the increase in the quan- 
tity of Ci, is equal to unity, as is true in the present illustration. Thus, 
5-I—5.0_ 

— 


dx,;=11—10=1, and g = O.1. 
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quantity of C, is increased to 11 units, the final utility of the same 
quantity of C, becomes 1.85. Since the increase in the final utility 
is positive (+1.75), the two commodities are said to be completing. 
The lower part of Table I shows that when the quantity 2, of 
C, is 10 units, the final utility of C, when 10 units are consumed 
is 0.9; and that when the quantity of C, is raised to 11 units the 
final utility of C, is 0.1, although the quantity consumed has not 
changed. Since the difference between the two final utilities is 
negative (—o.8), the commodities are said to be competing.® 
Table I is, of course, nothing more than a numerical illustra- 


tion of the fundamental definition of ¢,,= , which is 


ax, (=! ’) 
=lim ae 
(9) ¢2=li = 


_&¢ 
0x,0%, 


o(x:+Ax,, %+Ax,)—e(%1, %+4x)  9(%:+Ax, x,)—e(x1, 
Ax, Ax, 
Ax 








= lim 


where the limit is found by letting first Ax, and then Ax, ap- 
proach zero. If Ax, and Ax, are reasonably small, the fraction can 
be taken as approximately equal to the limit. Thus, if we substi- 
tute in this expression the values of ¢ from Table I, and recall 
that Ax, = Ax, = 1.0, we obtain 


¢u=([7.00—5.15]—[5.1— 5.0] = +1.75 ’ 
when the goods are completing, and 
Pi. = [6.1 - 6.0] — [5-9- 5-0] =—o8, 


when they are competing. 

In this illustration I have compared the final utilities of C, cor- 
responding to different values of C,. The same conclusions would 
have been reached from a comparison of the final utilities of C, 
for different values of C,, since, by assumption, the order of 
differentiation is immaterial, ¢,, being equal to ¢x. 

* Strictly speaking, the commodities have this property only within the range in 
question. Two commodities may be competing within one range of values for x 
and x, and completing or independent within another range. 
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B. PROPERTIES OF RELATED DEMAND FUNCTIONS 
But utility functions cannot be used directly in the study of 
demand. It is desirable, therefore, to translate the definitions (6), 
(7), and (8), which involve the subjective (and perhaps the non- 
existent) total utility function, into operations on the demand 
functions, i.e., on the objective magnitudes of prices and quanti- 
ties. From the fundamental equation of mathematical economics, 
we know that 
2 gO “ee 


10 n= 
(10) +s 


where ¢,, is the final degree of utility of money, the price of 
money being, of course, y,,=1. This equation expresses one of 
the conditions of equilibrium for an individual, namely, that (at 
the margin) the utility of a “dollar’s worth” should be the same 
for all commodities. To divide the final utility by the price is to 
make the unit of the commodity the “dollar’s worth.”’ 

Let us assume that the expenditure of the individual for any 
one commodity constitutes a small fraction of his income, so 
that his final utility for money is sensibly constant. Putting ¢,,= 
k (k=constant) in equation (10), we obtain 


(r1) gi=khyi (k>o), 


where & is constant for any one individual, but varies from indi- 


vidual to individual. 
By virtue of (5) and (11) we say that two commodities C; and 


C; are completing, independent, or competing according as 


=p Wie 
(12) vim kh <> 


where 
(13) Yi= yil ry. . 2 sy Bu) 
is the demand function.” 


® It is assumed that (13) can be subjected to the inverse transformation yielding 
r= xi(1, coors Yn) . 
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Thus, for example, if we have two commodities with linear 
demand functions: 


Je™ O:4+b%1 +b, 
(14a) { 


= G2.+b:%:4+b22%, 


then by (12), 5,.>0, and b,,>0, if the commodities are complet- 
ing; and b,,<o, b,,<0, if they are competing. (The coefficients 
b,, and 6,, are always negative, since the demand curve is nega- 
tively sloped.) Of course, if the commodities are independent in 
consumption, ,, =, =0. 

If, for example, corn and hay are completing goods, it is clear 
from the properties of the related demand functions (14a) that an 
increase in the quantity demanded of either of the commodities 
should increase the price of the other. If, however, they are com- 
peting goods, an increase in the quantity demanded of any one 
of them should decrease the price of the other. 

If we solve equations (14a) so as to express the quantities as 
functions of the prices, we obtain 


ease ip 


(146) X2=hat+tayit ays 


in which 7,,<0, f2:<0, if the commodities are completing, and 
T12 >, Tx >, if they are competing. (Of course, 7,:< 0, f.<0 al- 
ways, on account of the negative slopes of the demand curves.) 

Thus, to take our previous illustration, if corn and hay are 
completing goods, an increase in the price of either one of them 
should decrease the demand for the other good; while, if they are 
competing, an increase in the price of either one of them should 
increase the demand for the other. 

The properties of the related demand functions (14a) and (146) 
can be most clearly grasped from the eight diagrams of Figure 1. 
The first group of four diagrams is a graphic representation of 
the demand functions when the price is taken as the dependent 
variable, as in (14a); the second group of four diagrams is the 
corresponding graphic representation of the demand functions 
when quantity is taken as the dependent variable, as in (145). 
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Other properties of the demand functions may be derived from 
the second-order conditions on the utility functions.” 





My =, + ,,X, + Dig Xe Ya = Az + z,x, + bz 2X 
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Fic. 1.—Relation between the demand surfaces of pairs of completing and com- 


peting goods when either the prices or the quantities are taken as the dependent 
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™ See Pareto, Manuel, ‘Mathematical Appendix,” §§ 47-48, 121-25; Economie 
mathématique, p. 613; W. E. Johnson, “The Pure Theory of Utility Curves,” Economic 
Journal, XXIII, No. 92 (December, 1913), 483-513; A. W. Zotoff, “Notes on the 
Mathematical Theory of Production,” Economic Journal, XXXIII (March, 1923), 
115-21; F. Y. Edgeworth, Papers Relating to Political Economy, U1, 450-91; and 
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For independent goods, the following characteristic generally 
holds: 


(15) ~ui<o. 


It is the well-known principle of decreasing final utility. The 
same characteristic also holds, as a rule, for dependent (complet- 
ing and competing) goods, but the exceptions are more numerous. 

In the case of independent and completing goods, a commodity 
made up of fixed proportions of the commodities C,,C.,,C;,.... , 
may be considered as a simple commodity with respect to char- 
acteristic (15). If the fixed proportions are defined by the rela- 
tions x,=ax,, x;=6x,,...., then the following property must 
hold for this group. 


(16) dp=d(y.dx,+ag.dx.tBedxit +++ +) 


- (Gu+ a*g2+ see++2agnat +++ +208o, 
+ eee *)(dx:)?<0 " 


This inequality, which is the condition for a true maximum of 
utility, rather than a minimum or a minimax, leads to new char- 
acteristics of the utility functions which involve the characteris- 
tic (15) as a special case. These are: 
Pur Pr2 P13 
Pur P12 
(17) Pu <0o, >o, P12 P22 P23 <o, ever 
P12 G22 
P13 P23 P33 
where ¢i;= i, by (4), and where the second and third of these 
quantities are the Jacobian determinants whose signs alternate." 


R. G. D. Allen, “The Foundations of a Mathematical Theory of Exchange,” Eco- 
nomica, XII (May, 1932), 219-23. 

The second-order conditions are of particular importance in the consideration of 
the stability of the equilibrium of exchange. In a paper to which I shall refer later, 
Professor Harold Hotelling has also used them to derive interesting theorems in 
connection with the incidence of taxation. 


™ See n. 11 for references. 

8 See W. F. Osgood, Advanced Calculus (New York, 1925), p. 179. In equations 
(17), it is necessary to work out all the possible permutations of the variables 2:, 
%a, %,...., thus obtaining other equations like (17). The inequalities (17) express 
the condition that the utility hypersurface should in all directions be convex to the 
co-ordinate axes. 





478 HENRY SCHULTZ 


But Pareto has shown that these inequalities may or may not 
obtain for competing goods. 

To obtain the additional properties of the demand functions 
from (17), we substitute for y; its value from (11): 


(11) gi=ky; (k>o), 


and, neglecting the positive constant k, since it does not affect 
the inequalities, we obtain 


Oy: OY: OY: 
| Ox, OX; 


Oy: OY 


Ox, OX, dy, Oy, ay, 


mm Ox, OX; 


9%, OY, 


~ dy; OY; AY; 


Ox, Ox; 








Since ¢ij= ¢ji, it follows that 


Oyi_ OY; 
(19) Ox; Ox;’ 


which is a very important condition. Jt means that if the related 
demand functions are linear equations such as (14a), the coefficients 
b,, and b,, in these equations must be equal to each other. They are 
both positive if the commodities are completing and both negative if 
they are competing. 

It can also be proved that (19) involves the condition 


Ox ‘ Ox i 

(20) a 
This means, for example, that in the transformed demand equa- 
tions (145) the coefficients 7,, and 7,, must be equal to each other. 
They are both negative if the commodities are completing, and 
both positive if they are competing (see Fig. 1). 

If the demand functions are not linear, the integrability condi- 
tions yield, of course, different restrictions on the parameters. 
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Thus, for example, if we have two commodities with the demand 
functions 


1= A,xX,™x,™ 
(21) { 


y= A,x,;"x,™ 


where @;; <0, @..<0; and 4@,,20, @,,20, depending upon whether 
the commodities are completing or competing, the condition (19) 
becomes 

AsO yat1{*2,"* = And dX; '2,™ , 


which can be put in the form 
(22) A:@: = Aggy hy 1 yo FI . 


If (19) is to hold for all values of x, and x, (except, of course, for 
x,=2X,=0), then (22) must be independent of changes in x, and 
x, This necessitates that 


(23) 


Selig , 


Qy2 —~ G22 I=o. 


Since the a’s are elasticities of demand (see Sec. C), equation (23) 
constitutes an important restriction on their numerical values. 
We have, then, 

Asda = Ard 


or 


G2 A, 
(24) @x A; 


By the same reasoning we may determine the relations that 
must obtain between the parameters of any other set of non- 
linear demand functions, if the integrability conditions are to 
hold. 

Although the integrability conditions (19) and (20) relate to 
the demand function of an individual, they also hold when the 
individual demand functions are combined in the usual manner to 
yield the market demand function. Also, when two commodities 
are completing in the consumption of one individual (or group) 
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and competing in that of another, then the combined demand 
function of the two individuals (or groups) for each of the two 
commodities will have the properties of either completing, com- 
peting, or independent demands, depending upon the shapes of 
the component individual demand functions. Of course, the nu- 
merical values of the partial derivatives in (19) and (20) of the 
combined demand function will be different from the correspond- 
ing values of the individual demand functions, but the integrabil- 
ity conditions will still hold. 

Although these integrability conditions appear to be of con- 
siderable importance for future studies of related demands, they 
are subject to a limitation which must not be overlooked: they 
are based on the assumption that the final utility of money ¢,, 
is constant. This assumption is valid only when the expenditure 
of the ultimate consumer—the argument does not apply to trad- 
ers, middlemen, etc.—on the commodity in question is a negligible 
proportion of his income. When this situation does not obtain, 
the final utility of money is not substantially constant. In that 
event the differentiation of (11) gives rise to an additional term, 
and neither (18), (19), or (20) will in general be satisfied.“ But 

4 When ¢,, is not constant, we have, by differentiating (11) with respect to xj, 
(i) P53 = Pm Se + 96m 


and by differentiating ¢;=ky,; with respect to x,, 
= Oy; 
(ii) ¢ji= Pm xi ti Pmi . 


Since ¢;;=¢;;, because the order of differentiation does not affect the result, we 


have, by subtraction, 
= Ov; ON; 
(iii) o= %,, (2-2) +(9 mj —9jFmi) . 
For the integrability condition (19) to hold, the expression in the second parenthesis 
must vanish. There is no reason for believing that it will do so, in general. 
; , Ovi Oy; . 
It is very probable, however, that the signs of = and _ will be the same as that 
7 , 

of ¢i;=¢;i, which is positive when the goods 7 and j are completing, and negative 
when they are competing. Since ¢,»,, y;, and y; are essentially positive, the term whose 
sign we need to investigate is ¢mj, which we may assume is numerically equal to 
¢mi- Unless the commodity C,, (money) has direct utility to the individual and 
competes with or completes the demand for the other commodities, it is fair to as- 
sume that changes in the quantity of C,, will have only an indirect and small effect 
on the final utilities of the other commodities. In other words, there is no reason to 
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it is very probable that even in that case, both = and ou will 
still be positive for completing goods and negative for competing 
goods. I believe, however, that for the great bulk of the goods 
sold, including the agricultural commodities considered in this 
study, it is fair to neglect the variations in ¢,,, the final utility of 
money. 

The conditions (19) and (20) were first deduced by Professor 
Harold Hotelling, who followed a different procedure. In a very 
suggestive and important study,® he not only pointed out the 
significance of these “integrability conditions” for the study of 
demand, but he also deduced similar conditions for supply, and 
ysed them as tools with which to blaze new paths in the field of 
the incidence of taxation. In deriving these and other related 
conditions, Professor Hotelling began with the assumption that 
each entrepreneur or purchaser of goods tries to maximize his net 
profit, and, by analogy from mechanics, made use of the notion 
of “price potential,” whose partial derivatives are the quantities 
of the various commodities. I prefer, however, to adopt as my 
point of departure the fundamental classical definitions of related 
and independent commodities in terms of the utility functions, for 
these functions seem to me to lead more directly to the character- 
istics of the related demand equations with which we shall be 
primarily concerned in this paper, and to have other heuristic 
properties as well.”® 
suppose that in general the final utility of some quantity of the other commodity 
(either i or j) will be appreciably affected by an increase in the quantity of money at 


the disposal of the individual. Accordingly, I conclude that even if ¢mj=¢m, is not 

exactly zero, it is in general sufficiently small so as not to affect the sign of 9;;= ¢j;, 
Oy; Oy; 

and hence of an; and — 

's “Edgeworth’s Taxation Paradox and the Nature of Demand and Supply 
Functions,” Journal of Political Economy, XL, No. 5 (October, 1932), 577 ff. 

I had deduced equations (14a) and (145) (but not [19] and [20]) several years 
ago, and had completed much of the statistical work of this paper before I saw Pro- 
fessor Hotelling’s manuscript. A reading of his paper then suggested that his con- 
ditions (19) and (20), as well as other conditions, could also be deduced from the 
inequalities (16) and (17), which involve the utility functions. 

The work which first aroused my interest in the study of the demand for related 
goods is Professor Marco Fanno’s memoir, “Contributo alla teoria economica dei 
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C. ELASTICITIES OF THE RELATED DEMANDS 


Although the properties of the related demand functions which 
have been detailed above are of fundamental importance, they 
are not very convenient for measuring the degree to which the 
different commodities are completing or competing. This is due 
to the fact that the quantities are generally expressed in different 
(concrete) units. To overcome this difficulty, it is desirable to 
develop an abstract measure of the degree to which commodities 
compete with or complete each other. The first measure that sug- 
gests itself is a generalization of Professor Henry L. Moore’s co- 
efficient of partial elasticity of demand,” which is 


_ 9%; Vi 


ve on x; , 


by writing it as 
= 9%: Yi 
(25) va OF x;’ 


the demand function being of the type x;=;(¥,, . . . . , Ya). For 
want of a better name, this may be designated as the pariial 
elasticity of the related demand. When i=j, this coefficient reduces 
to the ordinary partial elasticity of demand, which is always nega- 
tive. It then measures the relative change in the quantity de- 
manded brought about by a relative change in the price of the 


beni succedanei,” Annali di Economia, Vol. II (1926). In 1928-29, Dr. Hans 
Staehle of the International Labor Office at Geneva, who was then studying at the 
University of Chicago, was about to undertake a translation of this memoir—and I 
gave him my heartiest support—when the discovery of a few errors or inconsistencies 
compelled him to forego the project. Communication with Professor Fanno estab- 
lished the fact that he had already discovered and corrected these errors. A revised, 
abridged, and corrected version of his theory appears in his “Die Elastizitat der 
Nachfrage nach Ersatzgiitern,” Zeitschrift fiir Nationalékonomie, Vol. I, Part 1 
(1929), pp. 51-74. With the help of Dr. Edward Theiss of Hungary, I have re- 
examined Professor Fanno’s memoir, and have also read the German article, and 
I have been forced to the conclusion that, consistent as his theory is, it is almost im- 
possible to apply it; and it also lacks the heuristic properties which I believe are 
possessed by the theory which Professor Hotelling and I have been attempting to 
develop. I am indebted to Dr. Staehle, Professor Fanno, and Dr. Theiss for their 
interest and co-operation. 


" “Partial Elasticity of Demand,” Quarterly Journal of Economics, XL (1926), 393- 
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same commodity (the relative changes being infinitesimal) when 
the other factors are held constant. When i+j, the coefficient 
may be either negative or positive, according as the commodities 
are completing or competing. It then measures the relative 
change in the quantity of any commodity corresponding to a rela- 
tive change in the price of any other commodity, when all other 
factors are held constant. 

Similarly, we may generalize Moore’s coefficient of the partial 
flexibility of prices by writing it as 


dy; xj 
(26) Sa ax; yi ? 
the demand function being of the type y;=yi(x1,...., x,)." 

8 If the demand function y;=y;(a:, . . . . , %,) is the inverse transformation of 
the demand function x;=2;(y:, ...., ¥,), then » and ¢ give consistent results, 
whether they are both computed from the first function or from the second function, 
or whether 7 is computed from one of the functions and ¢ from the other. But if the 
parameters of the first demand function have been obtained by minimizing the sum 
of the squares of the y; residuals, and the parameters of the second demand function 
have been obtained by minimizing the squares of the x; residuals, then if » is com- 
puted from one of the functions and ¢ from the other, the results will not generally 
be consistent. 

A coefficient corresponding to (25) or (26) may also be defined which gives 
the relative change in the quantity demanded brought about by a relative change in 
the price of a related good (or of the same good), when all the other prices are not held 
constant, but are permitted to vary in any given manner. This more general definition 
of the coefficient of the elasticity of demand includes (21) as a special case. Thus, for 
example, suppose that the demand function is 


xi =xi (yi, Yi» Yk) . 
We have then 
dx; Ax; , Axi dy; , Oxi dy, 
dy; Oy; dy dy; Oy_ dy; * 


Multiplying by 7 , we obtain for the desired coefficient, é 


t _ dx; yj _ Ox; Vj, Ox; yj Ay, Ox; Yj IVE 
TP  dyj xj Oy i Oye xi dyj AYR % dy; ” 


The first term on the right-hand side is y;;. If we multiply and divide the second 


Vi ; ) ; 
term by = and the third term by = , we obtain 
. . 


dx; ¥; dy; 9; dyn ¥; 
i= Mi mnis+nis( ? *) +n ( = 1) : 


dy; Vi dy; MW 


It is thus evident that in order to evaluate this coefficient, we must know the rela- 


dy; x; 
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This may be designated as the partial flexibility of the related price. 
It measures the relative change in the price of any commodity 
brought about by a relative change in the quantity demanded of 
any related commodity, when all the other variables are kept 
constant. When i =j, the definition (26) reduces to the coefficient 
of partial flexibility of prices, which is always negative. When 
i *7, the coefficient may be either positive or negative, depending 
on whether the commodities are completing or competing. The 
range of possible values of (25) and (26) is infinite. 

Professor Hotelling, who refers to the possibility of using 
Moore’s coefficients in this connection, suggests, however, another 
measure of the correlation of demand “which may sometimes 
prove useful,” namely, 

Ox; 
dy; 

Ox; “Ox,” 

dy: Oy; 


(27) Ci= 


which resembles the coefficient of correlation. If this coefficient 
is negative, the commodities are completing. If it is positive, they 
compete with each other.” The integrability condition (20) gives 


(28) CipFCR. 


Also, ¢4=—1. 

Although cj is, like yi, an abstract number independent of 
the units of measure and of money, it is not, in my judgment, so 
good a measure of the correlation of demand as is n,, for the 
reason that it cannot exceed the values of —1 and +1, which are 
its lower and upper limits. This makes it very difficult, if not 
entirely impossible, to compare it with the fundamental economic 


dYk 
dy; 
tion connecting all the prices, the system is too rigidly determined and &j may be 


of no significance. When the prices are independent of each other, os ‘= ay, 
71 2 


. When there is a functional rela- 


: oe oe y 
tions existing between the prices, i.e., os and 
7] 


and &;; reduces to n;;. The interesting and important cases are those in which there 
is correlation, but no mathematical dependence, between the variables. 


*® Hotelling, op. cit., p. 590. 
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measure of elasticity of demand (total or partial). If the elasticity 
of demand for a commodity with respect to its own price may 
have any value between o and «©, why may not its elasticity 
with respect to the price of another good also have the same 
range? I prefer, therefore, to measure the degree of substitution 
or of dependence either by nj, or by fy. 


Ill. THE DATA 


Of the nine commodities whose demands were studied in the 
two papers mentioned above, a rough preliminary analysis sug- 


TABLE II 


DISPOSITION OF FEED CROPS ON FARMS OF THE UNITED STATES, 
AS ESTIMATED IN 1914* 








BaRLEY Corn Oats 





Bushels Bushels Bushels 
(Thou- (Thou- - (Thou- 
sands) sands) sands) 


i?) 
s 
= 





525,000 
20,000 
57,000 
20,000 
20,000 
25,000 
10,000 
86,000 
51,000 


Horses and mules. . 731,000 
726,000) 
233 ,000 
254,000 
60 , 000) 
97 , O00; 
92,000 
22,000 
103 ,000 


“ 
as 
yw 
HD COS AHS AWO 


Seed 
Other or doubtful. . 


SHS bw Ona S 
MHO » 100 Oh 


nwnet  w OO 


—_wes~weewe we we 


~~“ » 


2,318,000 , 72.0| 814,000 
390, 000) .O114, 110} 28.0) 317,000 


Total on farms... . .o 
Not used on farms.| 53.0 


88 888888838 


SF 


- 
ae 








8 
° 


2, 708 ,c0°0 .0|83 ,000/100.0}1 , 131,000 


* Data from U.S. Department of Agriculture Farmers’ Bulletin 629, October 16, 1914, p. 8. 
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gested that at least four were sufficiently closely related either 
by way of rivalry or of combination to warrant their being sub- 
jected to further analysis. These are the four feed crops—barley, 
corn, hay and oats. The disposition of these crops as estimated 
in 1914 is shown in Table II. An examination of this table sug- 
gests that corn, hay, and oats may very well compete with or 
complete one another in consumption, since the most important 
single use of each of these crops is as a feed for horses and mules. 
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The degree to which barley may compete with or complete any 
of the other crops is, however, not so clear, since 53 per cent of the 
total production is not used on the farms.” Furthermore, even 
corn, hay, and oats are not especially well suited for the purpose 
of discovering routine changes in the interrelations of demand, be- 
cause we know from previous studies that the fluctuations in the 
demand for each of these crops are excellently explained on the 
simple assumption that the quantity demanded depends only on 
its price and on time. Such an improvement in the demand func- 
tions as may result from the introduction of the other prices must, 
therefore, be relatively small, and, unless the data are very accu- 
rate, will be subject to comparatively large errors of sampling. It 
is doubtful, moreover, whether the data are sufficiently trust- 
worthy to support the necessary analytical superstructure. In 
short, one could have selected other commodities which are 
better suited for the present purpose, both on account of the 
nature of their demands and the accuracy and availability of 
their statistics of consumption and prices. The main reasons for 
selecting the four crops in question are, first, that their simple, 
independent demand functions are already at hand, and a good 
deal is known about their characteristics; and second, that the 
adequacy and reliability of statistical series may often be tested 
by observing their agreement with certain theoretical patterns. 
The results which we are about to present must, therefore, be 
taken more as an illustration of method than as a very accurate 
description of the actual interrelations of the demand curves for 
the commodities in question. 

With these warnings and limitations in mind, we may turn to 
an analysis of the data for these commodities. The study will be 
confined to the period from 1896 to 1914. 

Figure 2 is a graphic representation of the data in question. It 
will be observed that the fluctuations in prices are correlated with 
one another, a fact which will give rise to comparatively large 
standard errors in the equations of demand, and to other difficul- 
ties as well. 


» The data relate to the period before the prohibition amendment, when a good- 
ly percentage of the crop was used in making alcoholic beverages. 





INTERRELATIONS OF DEMAND 487 


The demand curve that has the greatest significance for present 
purposes is that of wholesalers, dealers, and farmers. For the pur- 
pose of deriving such a demand curve the data that are required 
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Fic. 2.—The basic adjusted data used in the study of the interrelations of demand, 1896-1914 



































are “total disappearance” (production minus net exports, plus 
beginning stocks, and minus end stocks) and the average price 
at which all exchanges have taken place. Since, however, such 
complete data are not available, it is necessary to approximate 
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the quantity of the commodity demanded from such series as 
may be obtained. For corn, hay, and oats, the United States 
Department of Agriculture estimates for production have been 
used.* The net exports or imports of these crops are small, seldom 
exceeding 5 per cent of production. There are no data on stocks; 
but there is reason to believe that the fluctuations in the carryover 
of each of these commodities from year to year are relatively small 
and do not have an important effect on the average price. The net 
exports of barley are of appreciable amount, and they have, there- 
fore, been subtracted from production estimates to obtain a “‘con- 
sumption” series. The year of consumption is that beginning July r. 

The basic production estimates are not entirely reliable. A 
comparison of the Department estimates with Bureau of the 
Census figures shows wide discrepancies in some years. Most of 
these discrepancies, however, throw more doubt on the actual 
level of the series used than on the year-to-year changes. If, 
through an error in determining the level of production in any one 
year, the true trend of production has been distorted, this will 
affect the rate of shifting of the demand curve derived from the 
data, but not necessarily its shape or its elasticity. The latter de- 
pends primarily on the year-to-year fluctuations of the quantities 
and the related prices. 

For all commodities except barley, the price series used is the 
December 1 farm price. This series was adopted primarily be- 
cause it is available for the entire period covered by this study, 
and because it is an average of all classes and grades and therefore 
approximates our ideal figure—the average price at which the 
commodity changed hands in the country as a whole The corre- 
lations between the December 1 price and the crop year average 
of monthly farm prices since 1909, the first year for which the 
latter are available, are very high, indicating that the December 1 
price is typical of the price for the year as a whole.” 

For barley, it was found that the Chicago price (an August- 
July average of quotations for choice to fancy or fair to good malt- 
ing grades in Chicago) and the farm price, instead of showing the 

* Source: Yearbooks of Agriculture for 1927 and 1931. 


= Charles F. Sarle, “Reliability and Adequacy of Farm-Price Data,” Bulletin 
No. 1480, U.S. Department of Agriculture, March, 1927. 
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customary general agreement, differed definitely as to direction of 
trend during the first period, 1875-95. This seemed to be due to 
a decided shift in regions of barley production. The average farm 
prices for the earlier years of the period were heavily weighted by 
the high prices of the areas of New York and California; those for 
the later years by the low prices of the Chicago region. The Chi- 
cago price seemed, therefore, to be more representative of the 
general trend of barley prices throughout the country than the 
farm price. 

All price series were deflated by the Bureau of Labor Statistics 
all-commodity index® of wholesale prices (1913 = 100). December 
1 farm prices have been deflated by the index number for Decem- 
ber. The Chicago price for barley has been deflated by the aver- 
age index for the year beginning August. 

The data are expressed in terms of bushels per capita and cents 
per bushel for all the commodities except hay (tons per capita and 
dollars per ton). 


IV. THE INDEPENDENT DEMAND FUNCTIONS 


The individual independent demand functions may be written 
in at least two different ways: (1) by expressing the quantity of 
each commodity as a function of its price and time: 


x= xi(y, t) 


or, (2), by expressing the price of each commodity as a function 
of its quantity and time: 


Y eee (x, t) ° 
The parameters of the first curve are obtained by minimizing the 
sum of the squares of the residuals in x; the parameters of the 
second curve are obtained by minimizing the sum of the squares 
of the residuals in y. 
Table III gives both kinds of demand functions for each com- 


*% Source: Carl Snyder, Business Cycles and Business Measurements, (New York: 
Macmillan Co., 1927), p. 288. Snyder explains the relation of his index to the Bureau 
of Labor Statistics index as follows: 

“The sources for . . . . this index are as follows: Commodity Prices at Whole- 
sale: 1875-1889, Monthly Index of Basic Commodities compiled by Federal Reserve 
Bank of New York; 1890-1899, monthly figures interpolated from quarterly series 
of the United States Department of Labor; 1900 to date, Department of Labor 
monthly index” (p. 137). 
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modity. Table IV gives the corresponding demand functions in 
which the variables are the logarithms of the quantities and the 


TABLE III 


THE UNRELATED DEMAND FUNCTIONS FOR THE FOUR 
COMMODITIES, 1896-1914* 
x;=Per capita consumption 
y;= Real price 
(The figures preceded by + are standard errors, not probable errors.) 








R R’ 


xp= 2.161— (0.0046+ 0.0023)y¥,+(0.0506+ 0.0072)#— (0.0057 + 0.0013)i ©.907 o .888 
x-= 48.069— (0.34684 o 0322)¥,+(o.2929+ 0.0711)¢— (0.0124 + 0.0109) 0.942 0.931 
zR= 1.351- (0.0488+ 0.0091)¥;, — (0.0003 + 0 .0020)#— (0.0007 + 0 .0004)# ° .866 837 
Xp= 19.427— (0.1993+ 0.0312)¥9+(0.1512+ 0.0379)t— (0.0101 + 0.0070)# 0.858 827 








Yb = 155.575 — (45 0839+ 22 .6340)x5 +(3 5574+ 1 .1495)¢—(0.3203+ 0.1721) 660 568 
¥o=127.91S— (2.524tt 0.2459)¥-+(0.915ItO 1504)!—(0.0358+ 0.0292) 965 958 
Yp;= 22.019—(13.4553+ 2.5109)x,+(0.0302 + 0.0327)t—(0.0074+ 0.0067) t 856 824 
Yo= 82.130— (3.6720+ 0.5740)%_+(0.7168+ 0.1422)!—(0.0549+ 0.0290)/ gor 879 











* For source of data and units used, see text. The subscripts have the following meaning: 5=bar- 
ley, c=corn, 4=hay, 0o= oats. 


TABLE IV 
THE UNRELATED DEMAND FUNCTIONS FOR THE FOUR 
COMMODITIES, 1896-1914* 
X,;=Logs of per capita consumption 
Y,=Logs of real price 
(The figures preceded by + are standard errors, not probable errors.) 








R 


Xp =0.6573 — (0.2151 + 0.1142) ¥,+(0.01424+ 0.00193)#— (0.00164 + 0.00033) | 0.921 
X,. =2.6710— (0.6982 + 0.0663) ¥ + (0.00606 + 0 .00117)!— (0 .00039+ 0.00017) ©.044 
X,=0.7189—(0.7785t0 1451)¥,—(0 00023 + 0.00119)!— (0 .00040+ 0.00022) | 0.866 
X, =2.1446 — (0.68224 0.1123), +(0.00576+ 0.00152)t—(0.00040+ 0.00028) | 0.846 





V4 = 2.0880 — (0.8887 + 0.3572)X4 + (0.02042 + 0.00658)#— (0.00201 t+ 0.00096)# | 0.689 

¥.=3.5746—(1. 2616+ 0.1198) X_.+(0.00914 + 0.00115)#— (0.00055 + 0.00023) # °.971 
VY, =0.9654 —(0.8445+ 0.1574) X,+(0.00106+ 0.00121 )t— (0.00025 + 0.00025) | 0.856 
Y,=2 6973 —(1 .0420t 0.1715) X,+(0.0080s + 0.00160)t— (0.00065 + 0.00033)!" | 0.898 














* For source of data and units used, see text. The subscripts have the following meaning: }=bar- 
ley, c=corn, 4= hay, o=oats. 


prices. It will be observed that in both tables 2!1 the regressions 
of quantity on price exceed their standard errors and are, there- 
fore, probably significant. 

Figure 3 constitutes a graphic representation of the second 


™ The origin of ¢ is at 1905. 
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equation in Table ITI. It shows the shape of the demand curve for 
corn and the rate of shift of the curve through time. In Figure 3A 
the per capita consumption is plotted against the adjusted prices. 
In this diagram the line D,D, is the net regression of consumption 
on price. It gives the relation between that part of the per capita 
consumption which is linearly independent of time and that part 
of the real price which is linearly independent of time. The slope 
of this line is indicated by the second term in the equation. It is a 
good approximation to the demand curve for corn in this period. 

To determine whether and how far we can reduce the scatter 
about the demand curve D,D, by assuming that it has shifted its 
position from year to year, we take the differences between the 
computed and the observed consumptions (i.e., the vertical devia- 
tions) and plot them as functions of time. The results are shown 
in Figure 3B. The trend of these deviations is represented by the 
curve D,D,. The equation to this trend is given (except for a 
constant term) by the third and fourth terms of the second equa- 
tion of Table III. This trend shows the average rate of shift of 
demand per annum. 

When we correct the scatter Figure 3A for this rate of shift, 
we obtain the reduced scatter shown in Figure 3C. 

Figure 4 gives the three corresponding aspects of the second 
(logarithmic) equation in Table IV. 

The three diagrams shown in Figure 3 and in Figure 4, are, how- 
ever, only different aspects of the surfaces D,D,D,D, and D{D{D‘D; 
(which will be henceforth referred to as D,D, and D{Dj, respec- 
tively) of Figure 5s. 

In Figure 5 each observation is shown in three dimensions. The 
orthogonal projections of the observations (circles) on the XOT 
and YOT planes give the fluctuations in the per capita consump- 
tion and deflated prices of corn which were shown in Figure 2. 
The corresponding projections on the last (1914) plane give the 
scatter diagram of consumption on price which was shown in 
Figure 3A. The plane D,D, is a graphic representation of the 
second equation of Table III. The curved surface is a graphic 
representation of the second equation of Table IV written in the 


form 
x= 468.8y—°-% @°-0140t—0.0009 t P 
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1D’, is the graphic representation of the second equation of Table IV. 
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The observations which lie above both planes are represented by 
black circles. Those which lie below both planes are represented 
by single-barred circles (6). Those which lie between the two 
planes are represented by double-barred circles (®). 

The graphs of the demand functions for the other commodities 
are similar to those shown in Figure 5.” 

It is important not to misinterpret the coefficients of multiple 
correlation in Tables III and IV. They are used simply as meas- 
ures of goodness of fit. Their high values are due in large measure 
to the secular trends in both quantities and prices. This does not 
mean, however, that the net regressions of quantity on price in 
these tables are of no significance. On the contrary, they give very 
good approximations to the shape of the short-time (annual) de- 
mand curves.” 


Vv. THE DEPENDENT DEMAND FUNCTIONS 


The ground has now been prepared for a consideration of the 
dependent or related demand functions, i.e., those in which the 
quantity is expressed as a function of all the prices, or those in 
which the price is expressed as a function of all the quantities. 

Table V summarizes both types of related demand functions. 
They differ from the corresponding equations of Table ITI in that 
each quantity is a function of all of the four prices, and each price 
is a function of all the four quantities.” Table VI is a corresponding 
summary for the logarithmic equations. 


*s For a graphical comparison of the various rates of shift, see my “The Shifting 
Demand for Selected Agricultural Commodities, 1875-1929,” referred to in n. 2. 

* For a discussion of the influence of the time variable on the magnitude of the 
multiple R, see Dr. Paul Lorenz, “Hohe Korrelationskoeffizienten,” Allgemeines 
Statistisches Archiv, XXI (1931), 413-21, and my reply, “Hohe Korrelationskoef- 
fizienten und ihre Bedeutung fiir das Studium der Nachfragekurven,” ibid., XXII 
(1932), 293-908. 

* The reader may, perhaps, wonder why I have not also considered demand 
functions of the type 

ee eee el ee 
the parentheses around x; indicating that it does not appear among the independent 
variables. The reason is that such demand functions do not emerge from the funda- 
mental theoretical relations between utility and demand, and are not convenient for 
theoretical analysis. That such functions are also undesirable from purely sta- 
tistical considerations has been shown by Dr. Mordecai Ezekiel in his study, “‘Some 
Considerations of the Prices of Competing or Substitute Commodities,” Econo- 
metrica, I, No. 2 (April, 1933), 172-80. 
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In fitting the equations of the first set of Tables V and VI, the 
assumption was made that the prices are free from error, that 
the failure of the observations to fall on the demand surface is due 
to errors or deviations in the quantities. In fitting the equations 
of the second set of Tables V and VI, the assumption was made 
that the quantities are free from error, that the failure of the 


TABLE V 


THE RELATED DEMAND FUNCTIONS FOR THE FOUR 
COMMODITIES, 1896-1914* 
x;=Per capita consumption 
y;= Real price 
(The figures in parentheses are standard errors, not probable errors.) 
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| 


* For source of data and units used, see text. The subscripts have the following meaning: 6= bar- 
ley, c=corn, 4=hay, o= oats. 


| 





observations to fall on the demand surface is due to errors or 
deviations in the prices. Actually, both variables are subject to 
error, but it is exceedingly difficult, if not impossible, to make al- 
lowance for this fact in the curve-fitting process, especially when 
the demand functions which we wish to fit are non-linear. Since, 
however, the prices are known more accurately than the quanti- 
ties, the regressions of the quantities on the prices give a better 
approximation to the true relation than do the regressions of the 
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prices on the quantities. Let us, therefore, first confine our atten- 
tion to the first four equations of Table V. An analysis of this 
system brings to light the following facts: 

1. The diagonal terms, which are all negative, and which give 
the regressions of the various quantities on their respective prices, 
are practically the same as in the corresponding simpler unre- 


TABLE VI 


THE RELATED DEMAND FUNCTIONS FOR THE FOUR 
COMMODITIES, 1896-1914* 
X,;=Logs of per capita consumption 
Y,;=Logs of real price 
(The figures in parentheses are standard errors, not probable errors.) * 
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* For source of data and units used, see text. The subscripts have the following meaning: b=bar- 
ley, c=corn, A=hay, ooats. 
lated equations of Table III. The standard errors of these terms 
are, however, larger than the corresponding standard errors of 
Table III. This shows that the precision of the slopes of the de- 
mand curves, determined in Table III on the assumption that the 
quantity demanded of each commodity is a function only of its 
price and time, has not been significantly improved through the 
introduction of the other prices into the demand equation. 

The introduction of the additional variables (prices) has, how- 
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ever, resulted in an improvement in the “fits” of some of the 
curves. Thus, as judged by R’,* the “fits” of the demand curves 
for hay and oats are definitely better, while those for barley and 
corn are not significantly worse.” 

2. Of the twelve remaining regression coefficients, each of 
which gives the change in the quantity demanded of a given com- 
modity corresponding to an increase in the price of another com- 
modity, some are positive, and some are negative, thus indicating 
that some of the commodities supplement one another in con- 
sumption (completing), while others are correlated by way of 
rivalry (competing). 

3. If we confine our attention to the signs, neglecting the abso- 
lute magnitudes of the regression coefficients, and compare these 
signs with those required by theory for completing and competing 
goods (see equations [14)]), we find that out of the six pairs into 
which the four commodities may be combined, two are complet- 
ing (barley and corn, hay and corn); two are competing (barley 
and oats, corn and oats); and two yield contradictory results 
(barley and hay, oats and hay). But this conclusion may not be 
valid, because some of the coefficients are not statistically sig- 
nificant. 

VI. THE INTEGRABILITY CONDITIONS 


Before proceeding to compare the magnitudes of these co- 
efficients with their standard errors, in order to judge their sta- 
tistical significance, we must first observe that such a comparison 
would be pointless if we had not had the “integrability condi- 


8 R’ is the coefficient of multiple correlation, corrected for the number of param- 
eters in the regression equation by the following formula: 


[vv] /(m —m) é 


the v’s being the residuals, » the number of sets of observations, and m the number 
of parameters. Its relation to R? (uncorrected) is evident from the formula 


___[w)/n ' _S 
[(x—M,)*]/n a?" 
* Judged by the same standard, the improvement has been even greater in the 
regressions of y on x. It must be remembered, however, that R’ is not necessarily a 
reliable measure of goodness of fit when the independent variables are highly corre- 


lated with one another, as they are in these equations. 


R?=1 
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tions,” which give us the theoretical relations that must exist be- 
tween demand functions for related goods, namely(19): 


Oyi _ OY; 
(19) Ox; ax,’ 


or the equivalent condition (20): 


Ox; Ox i 
(20) iy, Sp" 
For the purpose of studying the consistency of the set represented 
by the first four equations of Table V, it is condition (20) which 
must be used. 

This condition—and the same is true of (19)—is, of course, a 
condition on the signs, as well as on the absolute magnitudes of 
the coefficients. When both terms of this condition are negative 
(and statistically significant), the commodities are definitely com- 
pleting. When they are positive, the commodities are competing. 
When one of the signs is negative, and the other positive, the 
condition is not satisfied, whatever its absolute value and its sta- 
tistical significance may be. Our comparison may, therefore, take 
the form of deriving an answer to the question, ‘To what extent 
is condition (20) satisfied with respect to the absolute values, as 
well as the signs, by the coefficients of the first four equations of 
Table V?” 

Table VII gives an answer to this question. 

1. In all but the second and the last equations of condition in 
this table both terms have the same signs, indicating a qualitative 
verification of the integrability condition (20). 

2. The terms in the second equation (barley and hay) are both 
so small with respect to their standard errors as to be statistically 
equivalent to o. Based on the data for 1896-1914, barley and 
hay may, therefore, be considered as independent commodities; 
that is, the demand for either one of them does not depend on the 
price of the other. 

This conclusion appears also to be borne out by additional 
statistical experiments with the same data. If we omit the price 
of hay from the variables in the demand function for barley, and 





500 HENRY SCHULTZ 


the price of barley from the variables in the demand function for 
hay, and determine the parameters anew, we find that the R’s 
are greater, and the standard errors of the coefficients are smaller, 
than in the first and third equations of Table V. 

3. The terms in the third equation both exceed their standard 
errors and are both positive. They indicate, therefore, that barley 


TABLE VII 
COMPARISON OF THE THEORETICAL AND THE OBSERVED PROPERTIES OF 
THE RELATED DEMAND FUNCTIONS FOR THE FOUR COMMODITIES, 
x, =2,(%, Ver Yay Yo» 4), 1896-1914 
(The figures in parentheses are standard errors, not probable errors.) 








INTEGRABILITY CONDITIONS 
Pairs PROBABLE 


or _ Type oF 


Coamsonerass Theoretical Calculated Retassow 








Ox, 9x, ; 
= —0.0121 =—0.0216 | ? Completing 
dy, OY, (0.0080) (0.0452) 


Ox, Ox, 


Barley and corn 


+0.0044 = —0.0002 Independent 


Barley and hay = 
OY, OY, (0.0592) (0.0013) 


0x, ax, ‘ 
= +0.0143 =+0.0317 Competing 
Oy, IY (0.0132) (0.0231) 


Ox, Ox, 


Barley and oats 





Corn and hay......... = —0.0256 = —0.0047 Completing 
Oy, oY, (0.5415) (0.0020) 
| Ox, Ox, . 

Corn and oats .| = +0.0327 =+0.0603 Competing 
| 9% 9% (0.1209) (0.0373) 

Ox, Ox, 
= +0.0075 =—0.6074 
OY, OM (0.0034) (0.2773) 








Hay and oats..... oa 
| 





and oats are probably competing goods, or that an increase in the 
price of any one of them will increase the quantity demanded of 
the other. 

4. In each of the first, fourth, and fifth equations, in which 
there is agreement between the signs of the two terms, one of the 
terms is so small compared with its standard error as not to be 
statistically significant. Other evidence is, therefore, needed in 
order to determine the most probable type of relation between 
each of the three pairs of commodities. 
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To throw some light on this problem, we proceeded as follows: 
We recomputed the demand equations for the first pair of com- 
modities—barley and corn—by omitting successively the price of 
hay, then the price of oats, and finally both of these prices from 
the equations of the commodities as given in Table VI, thus ob- 
taining three additional pairs of equations. We then examined 
the various coefficients of these equations with a view of determin- 
ing whether the omission of any one or of both of the other prices 
caused a change in the signs of the suspected coefficients. We 
then analyzed the demand equations for corn and hay, and corn 
and oats, in a similar manner. We also extended the analysis to 
the regressions of the prices on the quantities of the commodities 
in question.” From these analyses, which cannot be reproduced 
on account of lack of space, it appears that corn and hay are 
completing, and corn and oats are competing, as is indicated in 
Table VI. The evidence with respect to barley and corn is, how- 
ever, conflicting. 

5. The last (sixth) equation of condition gives rise to a difficult 
problem. The terms are statistically significant, notwithstanding 
the fact that they do not agree in sign. Furthermore, the sig- 
nificance is not destroyed by eliminating one or both of the other 
prices from the demand equations. This is a striking phenome- 
non for which some explanation is required. It is as though the 
relation between the two commodities were such that the utility 
of hay to farmers increases as the quantity of oats is increased, 
while the utility of oats decreases as the quantity of hay is in- 
creased! But such an explanation cannot be entertained. 

6. Turning to the regressions of the prices on the quantities 
(the second part of Table V), and examining them for condition 

» In making these analyses and comparisons, we used only the logarithmic equa- 
tions. The results would not, however, have been materially different had we worked 
with the arithmetic equations. 

# In order to determine which, if any, of the variables should be eliminated from 
the demand functions, the set of correlations between the various prices and quanti- 
ties was also subjected to an analysis by a method recommended by Professor 
Ragnar Frisch. See Ragnar Frisch and Bruce D. Mudgett, “Statistical Correlation 
and the Theory of Cluster Types,” Journal of the American Statistical Association 


XXVI, No. 126 (December, 1931), 375-92, and the reference to Frisch’s earlier 
work therein given. Unfortunately the method has failed to yield conclusive results. 
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(19), and comparing the signs of the coefficients with those of the 
coefficients in (14a), we find that the coefficients in only three 
out of the six combinations—barley and oats, corn and oats, and 
hay and oats—have signs which are consistent with those of the 
regressions of the quantities on the prices, the last pair being 
consistent in its inconsistency (see equations [14a]). Some of the 
standard errors are, however, quite large, necessitating a more de- 
tailed analysis of the interrelations in question, before positive 
conclusions can be drawn from this part of the table. 

7. It might be thought that the large standard errors would 
mask the contradiction referred to in section (5) above, or at 
least throw some doubt on it. Such is not the case, however. 
When we test the coefficients in the equations for hay and oats 
in order to see whether they satisfy the integrability condition 


OVo On 
OX OX , 


we obtain the result 
+17.1496( + 11.5362) = —0.2777(+0.1550) . 


In other words, the contradiction is still there! 

8. What, then, is the explanation of this contradiction? A 
very easy way out of the difficulty is simply to assume that farm- 
ers are not rational economic beings—which may be true. But 
are they as a class less rational than other groups? I doubt it. I 
prefer to believe, therefore, that the contradiction in question is an 
instance of the treacherous difficulties of inference from time 
series, or that important factors have been overlooked, or that the 
data are not reliable for the purpose in view. 


VII. COEFFICIENTS OF ELASTICITIES OF RELATED DEMAND 


Linear demand functions like those in Table V, in which the 
variables are actual quantities and prices, are very convenient for 
comparing the theoretical and the actual properties of related de- 
mand functions. Assuming that linear functions give a good fit 
to the data, we have seen from Table VII that they enable us 
easily to obtain the values of the integrability conditions (19) 





INTERRELATIONS OF DEMAND 503 


and (20), and thereby learn a good deal about the consistency of 
the entire set of equations. 

Such linear equations are not, however, convenient for measur- 
ing the elasticities of the related demands, n,, i.e., the relative 
change in the demand for any one commodity brought about by a 
given relative change in the price of any other commodity. Thus, 
suppose that we are required to derive the elasticity for hay cor- 
responding to a change in the price of corn. Writing (21) in the 
form 
_ IXb Ve 


(25) me oe Xp ’ 


OX 


ay from the third equation in Table 


and deducing the value of 
V, we obtain 


(29) me= —0.0047 2° , 

Xh 
which shows that the coefficient is an explicit function of y, and 
x,, and also an implicit function of all the other prices and of time, 
since x, is a function of these variables. If we give y any value— 


e.g., the value which it had in 1903—we must compute the value 
of x, for the same year. For this purpose, we must make use of 
the third equation of Table III. Substituting in this equation 
the values of all the independent variables for 1903, i.e., = 
66.83, Ve= 50.72, Ye= 11.26, Y= 40.96, and putting ‘= —2, since 
the origin of t= 1905, we obtain a value of 0.8202 for x." Sub- 
stituting values for y, and x, in (25), we obtain 


Nhe = — 0.2928 . 


This means that if in 1903 the price of corn had been increased by 
I per cent, and it had been maintained for the entire year or 
season at the new level, then, in the course of the year, this would 
have been accompanied by a reduction of 0.29 of 1 per cent in the 
consumption of hay, other things being equal. The fact that an 
increase in the price of corn is associated with a decrease in the 


»# For units of measurement, see p. 480. 
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consumption of hay shows that the two commodities are complet- 
ing in consumption. 

It will be seen that the computation requires several steps. 
Furthermore, the curve-fitting process does not yield directly the 
standard errors of the coefficients of the related demands.“ 

If, however, it is reasonable to assume that the demand func- 
tions are such that the logarithms of the quantities are linear func- 
tions of the logarithms of the prices,*4 then the first set of four 
equations of Table VI yields directly not only the elasticities of 
the related demands but also their standard errors, and the second 
set of equations yields directly the flexibilities of the related de- 
mands, with their standard errors.** Thus, the elasticity of de- 
mand for hay with respect to the price of corn is, from the third 
term in the third line, 

OX, Ve O lo Xh OX, 
(26) a om sin _— == . 


which agrees very closely with the result derived from the arith- 
metic demand equation. 
An examination of Table VI brings out some interesting facts: 
1. As judged from the first set of equations, the demand for 


each of the four commodities with respect to the price of any 
other commodity is inelastic. With the single exception of oats, 
the demand for each of these commodities is also inelastic with 
respect to its own price. 

2. With the exception of barley, the elasticity of demand of a 
commodity with respect to its own price (the diagonal terms) is 
numerically greater than its elasticity with respect to the price 
of any other commodity. 

3. The coefficients of Table VI have the same signs as the cor- 
responding coefficients of Table V, with two exceptions: the re- 

33 For a method of determining these standard errors, see my paper, “The 
Standard Error of the Coefficient of Elasticity of Demand,” Journal of the American 
Statistical Association, XXVIII, No. 181 (March, 1933), 64-69. 


4 My previous studies indicate that within the range of the observations there 
is frequently little to choose between the logarithmic and the arithmetic functions. 


35 On account of the different assumptions made in fitting the two sets of curves, 
the flexibilities are not comparable with the elasticities. 
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gression of the quantity of corn (x,) on the price of barley (ys), 
and the regression of the quantity of barley (x,) on the price of 
hay (y,). But as these two regressions are practically negligible, 
compared with their standard errors, the difference in sign is of 
no significance. 

4. Since the equations of Table VI are the logarithmic forms 
of the demand functions 


(31) x= Byy,*iry,*i2 ooo CO 9 


the test of the extent to which they satisfy the integrability condi- 
tions is not the same as for linear equations, but can be determined 
by the same reasoning by which we were led to the relation (24).* 
It is that 


(32) 


A comparison of the results yielded by this test shows that (con- 
sidering the signs and standard errors of the a’s and B’s) they 
are in substantial agreement with those derived from Table VII. 

5. With respect to the probable type of demand interrelations 
existing between the six pairs of commodities, the conclusions 
from Table VI are the same as those from Table V. Barley and 
corn, and barley and hay are probably independent in consump- 
tion, although there is a bare possibility that the first pair is com- 
pleting. Barley and oats, and corn and oats are competing. Corn 
and hay are completing. The hay-oats combination leads to con- 
tradictory results, as in Table V. 

6. Turning to the second part of Table VI, we find that, with 
one exception, the signs of the coefficients are in agreement with 
the signs of the corresponding coefficients of Table V. The excep- 
tion is the regression of the price of corn on the consumption of 
hay, which is positive in Table VI, and negative in Table V. The 
positive sign is consistent with the interpretation that corn and 


%* It must be remembered, however, that the inverse transformation of (31) is 
not an equation of the type 


yim Aza .... AM. 
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hay are completing goods. In all other respects, this part is as 
disappointing as the corresponding part of Table V. There are 
more inconsistencies between the regressions of y on x (logarith- 
mic or arithmetic) than between the regressions of x on y. A 
more detailed analysis of the interrelations involved shows, how- 
ever, that the conclusions of Table VII are not improbable. 

7. The main fact that emerges from a comparison of the arith- 
metic and the logarithmic equations is that, while the former en- 
able us easily to verify the integrability conditions, the latter are 
more advantageous for computing the elasticities of the related 
demands. 

VIII. SUMMARY AND CONCLUSIONS 


In order to bring out the relation between the theoretical and 
the statistical parts of this paper, it may be convenient to sum- 
marize the more important findings and to offer a few interpreta- 
tions. 

1. The statistical studies of demand which have been carried 
on in the last decade have reached the point where they can ad- 
vantageously begin to embrace analyses of the interrelations 
existing among the demands for related commodities. 

2. The attack on this problem need not be wholly empirical, 
for economic theory lays down certain conditions which the de- 
mand functions for any two related goods must fulfil. These are 
the conditions of consistency (integrability conditions), which 
may be stated as follows: The demand functions for the two com- 
modities must be such that, other things being equal, a (small) 
increase in the unit price of one of them should bring about the 
same change in the quantity demanded of the other that an in- 
crease in the unit price of the iatter brings about in the quantity 
demanded of the first. (An analogous condition holds for demand 
functions in which the prices are functions of the quantities.) The 
quantities change in the same direction as the prices of the related 
goods, if the commodities are competing; and in the opposite 
direction if they are completing. 

3. These conditions may be deduced, as Professor Hotelling 
has first deduced them, from the postulate that each purchaser 
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attempts to maximize his net profits, or (as I believe) more direct- 
ly from the fundamental definitions of competing and completing 
goods in terms of the properties of the utility functions and from 
the relations obtaining between these functions and the prices 
under equilibrium conditions. When these conditions are satis- 
fied, we may be reasonably certain that the market behavior of the 
consumers in question is consistent or rational. 

4. The demands for the four feed crops—barley, corn, hay, 
and oats—for 1896-1914 have been analyzed with the view of 
determining which combinations of these commodities are com- 
pleting, and which competing, and to what extent the demand for 
these commodities indicates rational, consistent behavior on the 
part of the purchasers. The analysis shows that none of the in- 
tegrability conditions is satisfied exactly (see Table VII). Most of 
the terms agree in sign }: differ in absolute value, while the 
others differ also with respect to sign. Furthermore, the standard 
errors of the statistical parameters are so large that no conclusion 
about the integrability conditions of the érue, underlying demand 
functions has a large degree of probability. But while the findings 
are thus weakened, the following conclusions have, nevertheless, 
a fair degree of probability: Barley and hay are independent in 
consumption. Barley and corn, and corn and hay are completing. 
Barley and oats, and corn and oats are competing. Hay and oats 
have a contradictory type of relation; an increase in the price of 
oats increases the demand for hay, but an increase in the price of 
hay decreases the demand for oats. 

5. Although when the integrability conditions are satisfied we 
may be reasonably certain that the consumers behave in a con- 
sistent manner, the converse of this proposition is not necessarily 
true. Even if we postulate a perfect correspondence between the 
statistical results and the properties of the true demand functions, 
the fact that the integrability conditions are not satisfied does not 
necessarily mean that the market behavior of the consumers is in- 
consistent or irrational. The following explanations of the phe- 
nomenon suggest themselves: 

a) The commodities may be such that the total utility yielded 
by them depends on the order in which they are consumed. Thus 
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the pleasure which we get from a meal depends in part on whether 
we consume our dessert at the end or at the beginning of the meal. 
When the order of consumption influences the utility, it is no 
longer true that 9 = ¢;;, and consequently the integrability con- 
dition does not hold. But this explanation cannot, I submit, be 
entertained in the present study. All that we know about farming 
seems to belie it. Even if it were true that the utility which a 
farmer derives from his cattle is affected by the order in which the 
various feeds are consumed, some one order of consumption hav- 
ing a more desirable effect on the cattle than some other, it does 
not follow that this order will reflect itself in the purchases and 
that, consequently, the integrability conditions will not be satis- 
fied. The whole discussion of order of consumption, a subject 
which naturally appeals to the mathematician, seems to me to be 
of little significance for the economist.” 

b) The final utility of money may not have been constant. The 
possibility of a varying final utility of money has already been 
discussed.* It may be that among the very poor a rise in the price 
of bread would so increase the final utility of money as to lead to 
a curtailment of the purchases of other foods—say, meat—and 
to an increase in the consumption of bread. The demand curve 
for bread would then be positively sloped, and the integrability 
conditions would not be satisfied. I believe, however, that this is 
not the explanation of the inconsistencies of Table VII, since it 
is fair to neglect the variations in ¢,, for the commodities in 
question. 

c) A change may have taken place in the state of demand dur- 
ing the period covered by the data so that the same commodities 
were considered as completing during one part of the period and 
competing during the other, or vice versa. Such a change in de- 
mand is always possible, and it is difficult to detect it except 
possibly by subdividing the data and making a separate analysis 
of each part. Since articles may be competing at some combina- 

37 See, however, the interesting analogy with the line integral of the second law of 
thermodynamics, to which Professor H. T. Davis calls attention in his discussion of 
this paper in Econometrica, I, No. 2 (April, 1933), 211-12. See also the references in 


N. 3. 
3 See n. 14. 
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tions and completing at others, a marked increase or decrease in 
the quantity demanded of one of the articles may change its rela- 
tion to the other commodity from a completing good to a compet- 
ing good or vice versa. There is no evidence, however, that such a 
change took place in the demand for any of the four commodities 
considered during the period covered by this study. 

6. More plausible reasons why failure to obtain a statistical 
verification of the integrability conditions is not necessarily an 
indication of inconsistent or irrational behavior on the part of 
consumers are to be found in the very nature of the inductive 
approach and the data used. We may list three of them: 

a) The commodities considered may be only a part of a group 
of related goods, some of which have been neglected in the analy- 
sis. This possibility is worthy of serious consideration. It means 
that if in studying a group of related goods we neglect some, and 
calculate from the statistical data the demand functions for the 
rest, the coefficients in the calculated demand functions may not 
satisfy the integrability conditions even though they are satisfied 
by the true demand functions. This difficulty—and many others 
—is likely to arise when the correlations between some of the 


prices (or quantities) approach unity.” Thus, suppose that we 
have a closed system of three commodities, bread, butter, and 
margarine, which we shall denote by the subscripts 1, 2, 3; and 
that the true demand functions for these goods are: 


xi;=ait+ bi: (i, j= I, 2, 3) . 
7 


Now if the makers of margarine maintain their price at half that 
of butter, then there is perfect correlation between the two prices, 
for we always have y,=4y.. The two demand functions then be- 
come 

y= Ort buys t (buat $13) ¥2 


i= a+b: + (bat $b.) y. ° 


Tn fact, it was an analysis of the effects of the fairly high correlations between 
the price series used which suggested this possibility (see Fig. 2). This possibility 
was also discovered independently by Dr. Eric Lundberg and communicated to me 
through Professor Hotelling. This particular example is theirs. 
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It follows, therefore, that if the statistical demand functions were 
obtained for bread and butter, without considering margarine, 
the last two equations would be the ones found from accurate 
data. For these two equations, the integrability conditions are not 
satisfied even though for the three commodities the integrability 
conditions ),;=5;; are in all cases satisfied. Both coefficients of y, 
are exaggerated in absolute value. The difficulty is a serious one: 
To include y, is to render the parameters quite meaningless, since 
the perfect correlation between y, and y, gives rise to large or 
indeterminate standard errors. To omit it is to destroy the valid- 
ity of the integrability conditions. 

I doubt, however, whether there exists a commodity which has 
not been considered, whose price is so highly correlated with one 
of the four price series used in this investigation as to give rise to 
the difficulty in question. Nor is the correlation between any two 
of the four price series used sufficiently high to be suspected.” I 
conclude, therefore, that although this explanation is not to be 
ruled out, it is not very probable. 

b) The related demand functions may represent the aggregate 
demand of two groups of consumers, the component demand func- 


tions being such that they satisfy the integrability conditions 
only with respect to sign, one pair being positive, and the other 
negative. As an illustration of this phenomenon, let us assume 
that the demand functions of the two groups for two commodities 
are as follows: 


Group 1 Group 2 
X1=40— 59: — 8y2 %,= 10—8y,+ 10y, 
%,=60—10¥:—10¥2 9 %=IS+7V:—5Y¥2 


It will be observed that the integrability conditions are satisfied 
with respect to sign in the equations for each group, the commodi- 


# The correlations between the price series used (b=barley, c=corn, h=hay, 
o=oats) are as follows, all correlations being positive: 
Tbe =0.52 Toh = 0.80 bo = 0.59 
ch =0.41 Teo =0.85 Tho = 0.32 
The partial correlations for constant time (#) are: 
Poe.t = 0.27 Toh-¢ =0.74 Tbo-t = 0.46 
Tch.t =O.17 Tho.t =0.82 Tho-t =0.13 
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ties being considered completing by the consumers of Group 1, 
and competing by Group 2. Now let us construct the combined 
demand of the two groups for each commodity. We obtain 


Ux, =X, = 50— 1391+ 292 
2x4, =X1=75— 3¥:—1292. 


In these equations the integrability conditions are not satisfied 
even with respect to sign. 

Possibly the demand functions of the various users of hay and 
oats are of the type illustrated in this hypothetical example. 

c) The data may not be reliable. Although this claim that the 
data are unreliable has too often served the purpose of covering 
up weaknesses in one’s analysis, yet I believe that in the present 
example the data must be blamed for most, if not all, of our diffi- 
culties and disappointments. No one who has studied the way in 
which the estimates of prices and quantities are made will doubt 
for a minute that they are subject to considerable error. Further- 
more, even if the data on production are tolerably accurate, the 
data on stocks are either lacking entirely or are quite unreliable. 
More progress in this type of analysis must, therefore, await the 
development of more adequate and accurate data. 

7. The newer discoveries also give rise to new problems. 

a) Different methods of fitting the demand curves may lead to 
different conclusions regarding the type of relations connecting 
the demands for the various commodities. Thus the regressions of 
the quantities on the prices may lead to the conclusion that two 
commodities are connected by way of rivalry (competing), while 
the regressions of the prices on the quantities may suggest that 
the same commodities are connected by way of combination (com- 
pleting). Furthermore, if, as is generally true of statistical de- 
mand functions, the integrability conditions are satisfied only 
with respect to sign, it does not follow that the integrability 
conditions calculated from the inverse transformations of the 
same functions will also be satisfied with respect to sign. 

6) Another important problem is that suggested by Professor 
Hotelling. Assuming that we know that the integrability condi- 
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tions hold, how can we fit the demand functions to data subject 
to this condition? This is especially difficult when the demand 
functions are not linear and when it is desired to take into con- 
sideration errors in all the variables. Here are problems worthy 
of the best attention of the most skilled mathematicians and 
statisticians. 

8. Competing commodities like corn and oats are of particular 
interest today when the various plans for relieving the farmers are 
under discussion. If the commodities which are competing in con- 
sumption should also turn out to be competing in production, 
then a tax on one of them may, as Professor Hotelling* has shown, 
lower the prices of both of them. These properties of competing 
goods should have important applications to the theory of inter- 
national trade and to several other branches of economics. 


HENRY SCHULTZ 
UNIVERSITY OF CHICAGO 


# Op. cit., pp. 600-608. 





OPEN MARKET BUYING AS A STIMULANT 
FOR THE BOND MARKET 


E extraordinary open market purchasing campaign 
undertaken by the Federal Reserve banks in April and 
May, 1932, attracted at the time a great deal of comment 

in financial circles. The campaign was commended by some as a 
laudable attempt to loosen up bank credit and to restore the com- 
mercial banking system to more nearly normal lending activity. 
By others, the purchasing policy was condemned as a deliberate 
effort to inflate which would inevitably tend to undermine confi- 
dence in the monetary system and to bring about a forced aban- 
donment of the gold standard. 

As apparent support of the latter contention, it was pointed out 
that heavy exports of gold developed during April, May, and 
June, 1932;* that the quantity of money in circulation increased 
greatly during June and July, 1932;? and that the gold reserve 
ratio of the combined Federal Reserve banks declined sharply 
during the period of open market purchasing.’ It is probable, 
however, that the heavy gold loss from April 6 to June 15, 1932, 
was occasioned less by fear of Federal Reserve inflation than by 
the continued succession of bank suspensions, the failure of Con- 
gress to balance the national budget, the prospect of additional 
bonus payments, and the threat of legislation such as the Golds- 
borough bill. Similarly, it is likely that the marked increase of 
currency in circulation which occurred in June and July, 1932, re- 
sulted not so much from threatened credit inflation as from a wave 
of bank failures during those months.‘ 


* According to weekly data published in The Annalist, the net decrease in mone- 
tary gold stock during the period from April 6 to June 15 amounted to $503, 706,000. 

? As reported by The Amnalist, the total currency in circulation adjusted for 
seasonal variation increased from $5,494,000,000, on May 28, to $5,845,000,000, on 
July 23, a net gain of $351,000,000 in eight weeks. 

3 The weekly condition reports of the Federal Reserve Banks indicated a decline 
in the combined gold reserve ratio from 70.8 per cent, on April 6, to 57.8 per cent, 
on June 22. 

‘The Federal Reserve Bulletin of January, 1933, reported the following bank sus- 
pensions during the first eight months of 1932: January, 342; February, 121; March, 
48; April, 74; May, 82; June, 151; July, 132; August, 85. 
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Prior to April, 1932, open market purchasing by the Federal 
Reserve banks had been employed to accomplish some one of 
three purposes. The object had been either to increase the earning 
assets of the Federal Reserve System, or to ease the money market 
and loosen short-term credit, or to offset substantial movements 
of funds out of the money markets. 

The purchase of securities with a view to increasing reserve 
bank earnings has been almost entirely discontinued since 1924, 
after it was discovered that such purchases normally brought 
about an equivalent liquidation of member bank borrowings. So 
far as the earning assets of the Federal Reserve banks are con- 
cerned, assuming a substantial amount of member bank indebted- 
ness to the Reserve System, this process merely results in substi- 
tuting open market security holdings for discounts to member 
banks, the latter assets usually affording a higher rate of return. 
Although the reserve banks could have used additional earning 
assets to good advantage last spring, it is hardly likely that their 
earning position would have been a prime consideration motivat- 
ing the heavy open market purchasing of April and May, or that 
they would have bought for that purpose short-term treasury 
obligations yielding a fraction of 1 per cent. 

The most important objective in open market buying during 
the past decade has been the easing of the money market during 
periods of business recession and credit stringency, with a view to 
facilitating business recovery. The purchasing campaign in the 
spring of 1922 was, in part at least, an attempt to assist business 
recovery. Similarly, the open market buying during the first half 
of 1924, the last quarter of 1927, and throughout December, 1929, 
was all directed toward an easier money market and lower inter- 
est rates. Usually open market purchasing with this end in view 
accompanies or follows reductions in reserve bank discount rates, 
the open market operations supplementing the effect of the re- 
duced rates by permitting member banks to pay off their indebted- 
ness to the Federal Reserve System, or else to accumulate excess 
reserves available for new lending. The easy position of the 
money market on April 1, 1932, with interest rates relatively low, 
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was not such as would suggest the need for further easing by 
means of heavy open market buying.’ 

The third use to which open market buying has been put in the 
past has been to stabilize the money market at various times when 
substantial sums were being withdrawn from the market for one 
purpose or another. The theory has been that the sudden with- 
drawal of a large amount of credit from the money market might 
bring about a temporary and undesirable tightening of short- 
term interest rates. This tightening can be prevented, as a rule, 
by open market purchasing, the new reserve bank credit offsetting 
or replacing the funds withdrawn. Thus the Reserve banks have 
usually bought securities in the open market during the month of 
December in order to provide the extra credit required for holiday 
purchasing. Similarly, security purchases have ordinarily accom- 
panied substantial withdrawals of gold for export from the United 
States. The heavy gold drain of September and October, 1931, 
amounting to $703,809,000,° was largely offset by an increase of 
some $540,000,000 in the open market holdings of the Federal 
Reserve System. At the time of inaugurating the buying cam- 
paign in April, 1932, however, no substantial sums were being 
withdrawn from the money market; indeed, gold in small quanti- 
ties was flowing into the country.’ 

These three uses of open market purchasing, i.e., to increase the 
earning assets of the reserve banks, to ease the short-term money 
market, and to offset heavy withdrawals of funds from the mar- 
ket, have been well understood by the Federal Reserve Board. 
Thus far, all open market buying has been directed toward the 
accomplishment of one or another of these aims. It remains to be 
seen whether there is not a fourth and hitherto overlooked appli- 
cation for open market purchasing, namely, to bring about a re- 
covery in high-grade bond prices when the bond market is in a 
state of demoralization such as obtained in the spring of 1932. 

5 The Annalist of April 8, 1932, reported leading short-term money rates in the 
New York markets on April 1 as follows: call loan renewals 2} per cent; 4~6 months 
commercial paper 33-4 per cent; go-day bankers’ bills 2} per cent. 

* Federal Reserve Bulletin of December, 1931. 


7 Net gold imports, as reported in The Amnalist, aggregated $41,135,000 from 
March 2 to April 6, 1932. 
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In other words, is it possible for a definite policy of open market 
purchasing, if consistently maintained for a considerable period of 
time, to tempt member banks into utilizing their growing excess 
reserve balances in the purchase of investment bonds? If normal 
banking support could thus be restored to the bond market, cer- 
tainly April of 1932 was a most logical time for making the at- 
tempt. The prices of high-grade bonds, which normally should 
rule at their highest levels during the trough of a depression, had 
declined steadily from May, 1931, to April, 1932. On May 9, 
1931, the Dow-Jones average of 40 bonds stood at 96.10. From 
this point, the average declined almost continuously to 73.34 on 
April 13, 1932, and continued on down to 65.78 on June 1, 1932. 

The collapse in bond values had been occasioned in part by the 
prolonged business depression, but chiefly because of serious do- 
mestic and international banking developments. The German 
monetary crisis of June, 1931, had been followed by forcing Eng- 
land off the gold standard in September, and this, in turn, had 
been followed by a tremendous exportation of gold from the Unit- 
ed States in October. Accompanying these developments had 
been an unprecedented series of bank failures,* which had serious- 
ly shaken public confidence and induced an immense amount of 
currency hoarding. To meet this abnormal withdrawal of cash, 
commercial banks were compelled to liquidate large portions of 
their high-grade bond holdings,” thus reversing their normal posi- 

8 The Federal Reserve Bulletin of January, 1933, reported a total of 1,345 bank 
suspensions during 1930, and 2,298 during 1931. No less than 522 suspensions oc- 
curred in the single month of October, 1931. 

* The weekly condition reports of the Federal Reserve banks indicated that total 
“money in circulation” (unadjusted) had increased from $4,639,000,000 on May 20, 
1931, to $5,543,000,000 on November 4, 1931, a gain of $904,000,000 in less than six 
months. 

% The Federal Reserve Bulletin of May, 1932, reported that the “other securities” 
holdings of all member banks, composed chiefly of high-grade bonds other than Unit- 
ed States government obligations, had declined from $6,886,000,000 on March 25, 
1931, to $5,996,000,000 on December 31, 1931, a net liquidation of $890,000,000. 
Over the same period, the holdings of United States government obligations had 
grown from $5,002,000,000 to $5,319,000,000. This latter gain of $317,000,000, 
however, represented almost wholly purchases of short-term treasury obligations 
issued to finance the rapidly growing federal deficit, and accordingly did not re- 
flect any effective demand for long-term bonds. 
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tion in the bond market. The result was a virtual collapse in bond 
values, not only seriously impairing the investment portfolios of 
financial institutions, but, of much greater importance, materially 
shaking the confidence of the investing public. The checking of 
the decline in bond prices, therefore, was of paramount impor- 
tance in April, 1932, and was a necessary prerequisite to any hope 
of business recovery. 

The theory of open market purchasing is quite simple. The 
Federal Reserve banks, as they buy securities from bankers and 
dealers in the open market, pay for them with cashier’s checks. 
Sooner or later, these checks are deposited with some member 
bank which forwards them to the local reserve bank for payment. 
The Federal Reserve Bank makes payment by the simple process 
of crediting the remitting member bank’s account, thus literally 
manufacturing so much new credit. Continued open market pur- 
chasing, therefore, leads to increased member bank reserve bal- 
ances. Under normal conditions, member banks do not carry re- 
serve balances materially greater than required by law because 
the reserve banks pay no interest on such deposit balances. From 
the viewpoint of the member banks, therefore, any excess balance 
above the legal reserve requirement constitutes waste in the form 
of unnecessarily large non-earning cash accounts. 

As pointed out, however, the policy of open market purchasing 
by the reserve banks tends to build up these excess or free reserve 
balances very rapidly. As a rule, the member banks can be relied 
upon to utilize promptly such free balances in order to avoid loss 
of interest thereon. Usually, excess reserve balances will first be 
employed by member banks to reduce their indebtedness to the 
Federal Reserve System by repurchasing their previously dis- 
counted paper or collateral notes. This will be a first considera- 
tion partly to save interest which otherwise would be paid to the 
reserve banks, and partly because American banks have a deep 
and abiding prejudice against being in debt. 

Once out of debt to the Reserve System, member banks might 
use free reserve balances in various ways. Some or all of the excess 


* For an excellent brief discussion of the theory of open market operations, see 
W. R. Burgess, The Reserve Banks and the Money Markets, chap. xii. 
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might be employed to buy gold bullion from the Federal Reserve 
banks with a view to exportation abroad. If gold exports were not 
profitable at the time, free reserve balances would normally be 
used by member banks to increase their loans and discounts or to 
buy bonds for investment. Either process would result in convert- 
ing non-earning credit balances into earning assets. 

Five utilizations of free reserve balances, then, are possible: to 
repay indebtedness to the Federal Reserve System, to buy gold 
for export, to increase member bank loans and discounts, to pur- 
chase investment bonds, and to maintain topheavy cash reserve 
accounts against the chance of serious “runs.” As a rule, the com- 
pelling urge of increased earnings can be replied upon to induce 
one or the other of the first four utilizations. To expect free re- 
serve balances long to remain unused is just as illogical as to ex- 
pect a bondholder never to clip his coupons. 

Until April, 1932, open market purchasing campaigns have gen- 
erally been short-lived. Once the particular object in view has 
been achieved, open market buying has ceased. Never before 
has a purchasing campaign been carried on intensively after mem- 
ber bank indebtedness to the Reserve System had been largely 
liquidated. Never before have the free reserve balances of mem- 
ber banks been deliberately piled up, apparently with the object 
of tempting them into extending more credit. 

The open market purchasing policy under consideration may 
be said to date from April 6, 1932, as is clearly shown in Table I 
and Chart I. Just prior to April 6, reserve bank holdings of se- 
curities bought in the open market had fluctuated from week to 
week, in general, however, tending to increase to some extent in 
sympathy with the reduction in the New York Reserve Bank’s 
discount rate on February 26. Beginning with the week of April 
6-13, the volume of purchasing increased tremendously. From 
that date until June 29, the open market holdings of the reserve 
banks grew at the average rate of $77,000,000 each week. Prior 
to April 20, practically all of this new purchasing was confined to 
“treasury certificates and bills,” but after that date purchasing 
operations were extended to “treasury notes,” and, beginning 
with May 18, to United States bonds. Apparently buying was 
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confined almost entirely to short-term government obligations in 
order to avoid a further lowering of the discount rate on banker’s 
bills, and because of the abnormally large supply of treasury 
certificates and notes then available as a result of the rapidly in- 
creasing treasury deficit. 


TABLE I 
RESERVE BANK HOLDINGS OF SECURITIES PURCHASED IN THE OPEN 
MARKET BY WEEKS FROM FEBRUARY 3, 1932, TO 
JUNE 29, 1932* 
(cco Omitted) 








United Treasury Total 


States we Certificates Holdi 
Bonds _ and Bills — 


Bankers 
Bills 





Feb. $156,100 | $320,207 $ 63,020 |$ 365,768 905,005 
Feb. 169, 391 320,110 69,530 910,825 
Feb. 146,382 | 319,978 75,504 887,724 
Feb. 133,382 319,241 73,497 873,938 
Mar. : 115,640 318, 686 79,501 875,595 
Mar. 9 137,584 318,717 83,797 922,707 
Mar. 105,714 318,857 83,396 047,876 
Mar. 81,696 318,732 83 , 896 432,370 916,694 
Mar. 30........| 66,362 327,667 84,397 459,554 937,980 
Apr. 57,946 318, 860 84,395 481,929 943,130 
Apr. 51,809 321,183 85,440 578,305 | 1,036,833 
Apr. 48,547 346,198 85,446 646,486 | 1,126,677 
Apr. 45,874 346,399 95,447 749,386 | 1,237,106 
May 4 44,522 346,149 111,222 829,510 | 1,331,403 
May 42,719 | 346,147 153,740 885,380 | 1,427,986 
May 18 40,643 358,658 165,422 942,323 | 1,507,046 
May 25.......-| 38,373 374,784 166,372 984,040 | 1,563,569 
June 1 35,479 396,794 171,622 | 1,006,784 | 1,610,679 
June 8 aes 355717 429,990 174,619 | 1,039,958 | 1,680, 284 
See 65,661 429,056 194,907 1,068,164 | 1,757,878 
June 22. 53,718 | 429,185 224,676 | 1,075,840 | 1,783,419 
63,519 434,532 267,983 | 1,098,456 | 1,864,490 




















* Data taken from the weekly statements of condition of the Federal Reserve banks. 


From the preceding discussion, it would be expected that this 
heavy volume of open market purchasing would first result in a 
material increase in member bank reserve balances. Reference to 
Table II indicates that the reserve balances of the reporting mem- 
ber banks did increase substantially during this period. Weekly 
statements of condition are available only for the reporting mem- 
ber banks, which represent about 60 per cent of the total member 
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bank banking resources. The absolute figures shown in Tables II 
and III, therefore, considerably understate the actual situation for 
the entire reserve system membership. However, the trends re- 
vealed by the’data on the reporting member banks may be ac- 
cepted as typical of the experience of the entire group. 


TABLE II 


CHANGES IN THE RESERVE ACCOUNT OF THE REPORTING 
MEMBER BANKS BY WEEKS FROM FEBRUARY 3, 
1932, TO JUNE 29, 1932* 

(000,000 Omitted) 








Actual Required Excess of 
Actual over 


Reserve Reserve Required 


Balance Balancet 
Reserve 





$1, 460 $1,401 $ 59 
1,442 1,392 50 
1,431 1,388 
1,416 1,381 
1,431 1,381 
1,448 1,378 
1,452 1,380 
1,446 1,363 
1,459 1,374 
1,475 1,366 
1,546 1,377 
1,512 1,385 
1,657 1,396 
1,668 1,390 
1,682 1,397 
1,718 1,395 
1,753 1,398 
1,658 1,391 
1,639 1,378 
1,637 1,391 
1,611 1,369 
1,584 1,368 216 














* Data taken from the weekly statement of the reporting member banks. 
nn ty were estimated at 11 per cent for demand deposits and 3 per 
The actual reserve balances of the reporting banks showed but 
little change from February 3 to April 6, after which date material 
increases were registered as the heavy volume of open market pur- 
chasing made itself felt. Of much more significance than the in- 
creases in the actual balances of the reporting banks, is the change 
in the free reserve balances as shown in the fourth column of 
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Table II. These free reserve balances represent approximations 
only, as the required reserves were estimated on the basis of 11 per 
cent for the demand deposits of member banks and 3 per cent for 
time deposits. During the seven weeks from April 6 to May 25, 
the free reserve balances of the reporting banks increased by 


TABLE III 


CHANGES IN SIGNIFICANT BALANCE SHEET ACCOUNTS OF THE 
REPORTING MEMBER BANKS BY WEEKS FROM 
FEBRUARY 3, 1932, TO JUNE 29, 1932* 

(000,000 Omitted) 








Borrowings Total Holdings of Holdings of 
from the Soom United States Other 
Reserve Banks - Securities Securitiest 





$492 $12,830 $3,925 $3,224 
472 12,716 3,853 3,216 
493 12,691 3,840 3,200 
478 12,609 3,806 3,191 
474 12,588 3,742 3,193 
397 12,436 3,704 3,165 
328 12,388 4,016 3,184 
334 12,254 3,951 3,198 
305 12,211 3,920 3,223 
313 12,060 3,882 3,231 
314 11,970 3,858 3,230 
255 11,969 3,874 3,276 
225 11,882 3,884 3,267 
11,842 4,163 | 3,272 
11,717 4,144 3,279 
11,661 4,093 3,283 
11,588 4,084 3,322 
11,631 4,032 3,353 
11,397 4,077 3,238 
11,515 4,338 3,234 
11,207 4,298 3,224 
11, 263 4,254 3,237 

















* Data taken from the weekly statement of condition of the reporting member banks. 
t Includes some stocks. 


approximately $246,000,000. It will be noted that, although open 
market purchasing in substantial volume continued throughout 
June, both the actual reserve balance and the free reserve balance 
of the reporting banks declined steadily after May 25. This de- 
cline is explained largely by gold movements. Gold exports began 
about April 10 and continued in moderate amounts throughout 
the month. The rate of net export increased steadily during May, 
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aggregating $101,000,000 for the week ending June 1, and $129,- 
000,000 for the week ending June 8. Until about May 20, how- 
ever, the volume of open market purchasing substantially exceeded 
the net exports of gold, with the result that member bank reserve 
balances continued to increase during that period. From about 
May 20 to June 20, though, net gold exports materially exceeded 
new open market purchasing, thus tending to cut down member 
bank reserve balances. During the latter part of June, the mate- 
rial increase in currency hoarding necessitated additional utiliza- 
tion of member bank balances, thus reducing excess reserves still 
further. 

The excess reserve balances at any one time represent idle re- 
serve credit which could be immediately employed by the member 
banks to extend their loans and discounts or to purchase invest- 
ment bonds. As these balances increased, it would be expected 
that some part of this credit would be employed to retire out- 
standing indebtedness to the Federal Reserve System. The 
second column of Table III indicates that this liquidation actually 
occurred. The borrowings of the reporting member banks de- 
creased steadily from February 3 to April 6, 1932, and thereafter 
at a materially more rapid rate until the adverse effect of gold ex- 
ports was felt. Approximately $135,000,000 of the new credit re- 
sulting from open market purchases between April 6 and May 25 
may be said to have been used by the reporting banks to retire 
indebtedness to the Federal Reserve banks. 

Since the banking world abhors unnecessarily large non-earning 
cash balances, it would be expected that member banks would 
utilize their growing free reserve balances in the extension of new 
loans. This credit extension normally would take the form of in- 
creased lending to customers of the banks or of increased purchas- 
ing of investment bonds. Tne absence of an effective demand for 
customer loans, the result of the depressed state of business activ- 
ity, would suggest that new credit extension by member banks 
would almost certainly take the form of bond purchasing. That 
such actually was the case is clearly revealed by the last three 
columns of Table III. The “total loans” of the reporting member 
banks, which includes call loans, bankers’ bills, commercial paper, 
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etc., declined almost continuously from February 3 to June 29, 
not even the rapidly increasing free reserve balances of April and 
May serving to check the liquidation process. These decreases 
represent a continuation of the almost unbroken trend of loan 
liquidation dating from midsummer of 1930, which had reduced 
the “total loans” of the reporting member banks from $17,128,- 
000,000 on June 18, 1930, to $10,343,000,000 on November 16, 
1932.” 

On the other hand, the reporting member banks’ holdings of 
United States and “other” securities increased quite appreciably 
from February 3 to May 25. The bulk of these increases came in 
the first four weeks of May when member bank excess reserve 
balances were growing rapidly. From April 6 to May 25, the 
United States security holdings of the reporting member banks, 
chiefly in the form of short-term treasury obligations, were built 
up by some $200,000,000. 

Of much greater significance was the relatively slight change in 
the holdings of “other securities.” These securities, for the most 
part, represent high-grade bonds which have declined materially 
in market value during the past eighteen months and which com- 
mercial banks had been liquidating since April, 1931. Indeed, it 
was the selling of these securities by banks which had been largely 
responsible for the decline in bond values. Reporting member 
bank holdings of “other securities” decreased steadily and almost 
continuously from $3,907,000,000 on April 29, 1931, to $3,165,- 
000,000 on March 9, 1932, a liquidation of some $742,000,000."8 
In view of this long-continued selling, the increase of $188,000,000 
in “other securities” holdings from March 9 to June 1 was par- 
ticularly significant, especially when it is realized that $1 22,000,000 
of this increase occurred after April 6. 

Chart I presents graphically the open market purchasing cam- 
paign of last April and May and its effect on certain significant 
accounts of the reporting member banks. The chart is of the 
deviation variety and shows only the increases or decreases in the 

" Figures taken from the weekly condition reports of the reporting member 
banks. 

® Data taken from the weekly conditon reports of the reporting member banks. 
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bank free reserve balances, and the liquidation of member bank 
indebtedness to the reserve banks is quite apparent from April 6 


to about May 25, at which time the effect of heavy gold exports 
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was felt. Somewhat less conspicuous is the correlation between 
these accounts and the security holdings of the reporting member 
banks. 

The gradual improvement in the position of the reporting 
banks during the month of March can be attributed to the general 
lessening of banking tension following the creation of the Recon- 
struction Finance Corporation and the enactment of the Glass- 
Steagall Bill. Incidentally, it was the Glass-Steagall Bill which 
made possible the open market purchasing campaign by increas- 
ing very materially the reserve banks’ holdings of free gold, thus 
providing the necessary gold coverage for an increase in the de- 
posit liabilities of the Federal Reserve System. 

If the open market purchasing campaign of April and May was 
directed primarily at checking the rapid decline in bond values, 
it would seem at first glance to have failed of its objective. It 
might have been expected that member banks would have quickly 
utilized their growing free reserve balances in purchasing invest- 
ment securities, in the absence of any effective demand for customer 
loans. Further, this new bond purchasing by commercial banks 
might have been expected to bring about some improvement in 
high-grade bond prices, which in turn probably would have in- 
duced further purchasing by individuals as well as banks. 

Such immediate results, however, could hardly have been ex- 
pected in April-May, 1932. Commercial banks had scarcely 
emerged from a severe banking crisis during which they were hard 
pressed to maintain adequate cash reserves with which to meet 
heavy withdrawals of deposits. The sudden accumulation of ex- 
cess cash reserves via reserve bank open market purchasing, 
therefore, represented the attainment of a goal toward which 
member banks had been struggling for more than a year. A 
marked lag between increasing free reserve balances and any utili- 
zation thereof could have been expected, the banks being content 
for the time being to maintain the status quo and to enjoy the 
breathing spell afforded by an improving cash position. 

Reference to Chart I reveals plainly this lag between mounting 
reserve balances and the purchase of investment securities. Clear- 
ly, however, the open market purchasing campaign did stimulate 
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the buying of “other securities” by member banks until about 
June 1, when the upward trend was abruptly checked by increas- 
ing gold exports and, later in the month, by a renewal of currency 
hoarding. Assuming that these latter phenomena were of a tem- 
porary nature, however, it would be expected that the upward 
trend in member bank security holdings would shortly be re- 
sumed provided that the reserve bank open market policy was 
maintained. 

It is of interest, therefore, to trace out the experience of the 
member banks during the ensuing months. Chart II presents the 
trends in reserve bank open market security holdings and in 
significant accounts of the reporting member banks from March 
16 to November 23, 1932. The scale employed in plotting the 
trend lines tends to obscure the weekly fluctuations in the various 
accounts, but reveals the general trends. It is apparent that the 
reserve bank open market policy was maintained consistently up 
to December 1. Open market buying ceased rather abruptly 
about June 29, but the portfolio of open market holdings was 
maintained at the then high level throughout the period. Thus, 
the full effect of the spring open market purchasing should have 
made itself felt on the member banks. 

Reporting member bank borrowings from the Federal Reserve 
System declined quite steadily, reaching a level of $95,000,000 on 
November 23. Much more significant is the pronounced rise in 
free reserve balances of the reporting banks dating from July 6. 
On November 23, these excess reserves, estimated on the basis 
of an average reserve requirement of 11 per cent for demand de- 
posits and 3 per cent for time deposits, aggregated $524,000,000." 
The United States security holdings of the reporting banks in- 
creased continuously after July 20, the net increase from that date 
to November 23 amounting to $1,145,000,000. The sharp in- 
creases in these holdings of United States securities at intervals 
of about seven weeks reflect the effect of periodic new treasury 

“In the Federal Reserve Bulletin of January, 1933, the Federal Reserve Board 
estimated the aggregate excess reserve balances of all member banks at well over 
$600,000,000. At the same time, the Reserve Board announced the adoption of a 


general policy intended to maintain these excess reserve balances at an approximate 
level of $500,000,000. 
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financing. Incidentally this huge increase in the reporting mem- 
ber banks’ holdings of short-term treasury obligations represents 
a utilization of bank credit which might and probably would have 
otherwise gone into the high-grade bond market with most bene- 
ficial effects on bond values. So long as the federal government 
continues to operate at a substantial deficit, and the flood of new 
treasury notes and bills continues, a large part of the available 
supply of new bank credit will continue to be diverted from its 
normal channels.** Member bank holdings of “other securities” 
showed relatively little change throughout the period. However, 
a distinct trend upward is apparent from about August 17, the 
net increase from that date to November 23 totaling $134,000,000. 

The volume of member bank bond buying in May and after 
mid-summer was probably too small to produce any pronounced 
effect on the bond market. Nevertheless, bond prices improved 
very greatly during the summer months, the Dow-Jones average 
of 40 bond prices rising from a low of 65.78 on June 1 to a high of 
83.26 on August 23. Since the latter date the bond market as 
eased off gradually, the Dow-Jones average reaching 77.53 on 
November 29. This relatively great improvement in bond prices 
in all probability received its initial impetus from the reserve 
bank open market buying of April and May. The bulk of the rise, 
however, must be credited to other factors, such as the formation 
of the bankers’ bond stabilization pool, the June adjournment of 
Congress, the Lausanne Reparations Agreement, continued gold 
imports, a declining rate of bank failures, and a rather steady re- 
turn of hoarded currency to the commercial banks. The net ef- 
fect of these developments was a marked improvement in public 
confidence which resulted in a substantial volume of bond buying 
by individuals during the summer months. 

Thus far (December 1, 1932) banks and other financial institu- 
tions have not really come into the high-grade bond market as pur- 
chasers. The immense accumulation of excess reserve balances, 
estimated on November 30 at about $525,000,000, together with 
the virtual liquidation of member bank indebtedness to the re- 


*s For an excellent discussion of this point, see D. W. Ellsworth’s article in The 
Annalist of February 3, 1933, XLI, 195. 
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serve system and the slight prospect for any substantial increase 
in customer loans in the near future, suggests that such bond buy- 
ing by commercial banks is likely to develop as soon as the flood 
of new treasury obligations dwindles. This conclusion would seem 
the more likely in view of the probable continuance of gold im- 
ports for some time to come and the expected seasonal return of 
currency from circulation after the Christmas season. Both of 
these factors would tend materially to increase member bank free 
reserve balances and the pressure on bank managements to in- 
vest idle funds. Any renewal of currency hoarding would, of 
course, counteract these tendencies. 

It is unfortunate that the efficacy of open market purchasing as a 
restorative for a panicky bond market did not receive a full and 
complete testing last spring. The exceedingly heavy exports of 
gold during May and June, together with the great increase of 
currency hoarding during the latter month, not only largely de- 
stroyed the direct effect of the buying campaign on member bank 
reserve balances but also seriously interfered with the expected 
improvement in public psychology. The continuous flood of treas- 
ury deficit financing constituted a further complicating factor as 
the new treasury notes and bills competed directly with the bond 
market for available bank credit. It is quite probable that, with- 
out these unforeseen complications, the buying campaign of it- 
self would have definitely checked the decline in high-grade bond 
prices, and would have established another and vitally important 
function for open market purchasing by the Federal Reserve 


banks. 
James C. DoLLEy 
UNIVERSITY OF TEXAS 





AMERICAN INDUSTRY ABROAD SINCE 1929 
I 


Y THE end of 1929 the migration of American industry to 
foreign countries had reached proportions sufficient to at- 
tract widespread attention. To be sure, that type of for- 

eign “direct” investment was not new. But it had somehow 
escaped more than the most casual mention in either technical or 
popular articles." 

Since then there has developed a widespread opinion that three 
years of acute business depression, with a concomitant increase in 
both tangible and intangible barriers to international trade, have 
not only brought to a halt the development of American industry 
abroad but caused a partial abandonment of foreign properties. 
It has even been doubted whether the return of “prosperity” will 
see a resumption of new investment by American companies in 
foreign countries. It seems opportune, therefore, to review the 
progress of American industry abroad during the last three years. 

At the end of 1929, the Department of Commerce, summarizing 


* Even now the systematic literature, barring studies known to be in preparation, 
is disappointingly small. The author’s American Industry in Europe (Boston, 1931; 
pp. xv-+ 264) is, so far as he knows, the only book devoted solely to the subject of di- 
rect investments. The following pamphlets and articles are important: Paul Dick- 
ens, American Direct Investments in Foreign Countries, Trade Information Bull. 731 
(Washington, 1930; pp. iii+57); American Branch Factories Abroad, Senate Doc. 
258 (71st Congr., 3d sess., 1931; pp. 38); Louis Domeratzky, “American Branch 
Factories Abroad,” Commerce Reports, December 9, 1929, pp. 587-91. The remain- 
ing sources are of two sorts: a few scattered general articles and countless short ac- 
counts in newspapers, financial journals, and handbooks of single companies or 
groups of companies (cf. Bibliography in Southard, of. cit.); also a few books which 
either incidentally mention direct investments or include them in a study devoted 
chiefly to portfolio investments. The following arc typical of the latter group: John 
Carter, Conquest: America’s Painless Imperialism (New York, 1928; pp. x+348); 
C. H. Davenport, and S. R. Cooke, The Oil Trusis and Anglo-American Relations 
(New York, 1924; pp. xii+272); Ludwell Denny, America Conquer@Britain (New 
York, 1930; pp. xi+429+xvi); Max Winkler, Investments of United States Capital in 
Latin America (Boston: World Peace Foundation, 1929; pp. 297). The growing list 
of general and regional studies of foreign investments is confined mainly to portfolio 
investments. 
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the results of a careful survey,’ estim”ted the total value of Ameri- 
can properties in foreign countries at $7,477,735,000, distributed 
geographically as shown in Table I. Made at a time when business 
activity was at or near a peak, those valuations require some quali- 
fication. In general, they are based on “the present book value 
or the fair market value” or, in the case of partial stock-owner- 
ship, they are based on the market value as of December, 1929. 
Since, with a decline in the income they yield, the present value 
of the investments has also declined, that 1929 census is not ac- 
ceptable in 1933. But the assignment of a value to American 


TABLE I 
$1 , 960, 320,000 
I, 352,753,000 
1,053,751 ,000 
Mexico, Central America 917,093,000 
South America 1,547,805 ,000 
Africa 102, 229,000 
394, 540,000 
Australia, New Zealand.......... 149,154,000 


properties abroad is relatively unimportant. Initially each of 


those investments represented an export of capital (although sub- 
sequent growth through reinvestment of profits may dwarf the 
original investment) and consequently appeared as a debit on the 
balance of international payments of the United States. But the 
further impact of the investment on either the foreign trade and 
foreign exchange or the domestic economy of this country is de- 
pendent on the income it earns. Consequently, the fact that we 
are probably no longer justified in evaluating American direct in- 
vestments abroad at $7.4 billion is significant only as an indica- 
tion that the profits they yield are smaller. 

The most important factor conditioning the development of our 
foreign enterprises since 1929 has been the depression. It has 
meant either lower profits or actual losses. It has also been par- 
tially responsible for the growth of tariffs, exchange restrictions, 

* Dickens, op. cit., p. 8. It should be kept in mind that those figures include only 
direct investments. 


3 Ibid., pp. 4-5. 
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buy-at-home campaigns, and, here and there, internal disorder 
which have all affected American companies in foreign countries. 

In spite of such conditions there is no evidence to support the 
contention th .t the three years since 1929 have seen the retrogres- 
sion of American industry abroad. Some American companies, to 
be sure, have either wholly or partially withdrawn. But while 
even a casual search will reveal an amazing list of new American 
ventures in foreign countries in that period, it requires diligence to 
discover instances of withdrawal. The following cases have been 
publicly announced. Drug, Incorporated, attempted to sell its 
interest in the Boots Pure Drug Company early in 1933. The 
Pan-American Petroleum Company sold its extensive foreign 
properties to the Standard Oil Company of New Jersey, evidently 
fearing that if the United States placed a tariff on petroleum its 
foreign markets would be inadequate to absorb its foreign produc- 
tion. The Atlantic Refining Company sold, to the same corpora- 
tion, its interest in the Iraq field. The General Motors Corpora- 
tion abandoned its Warsaw plant, and opened a warehouse at 
Gdynia. The Republic Steel Corporation sold the Canadian 
Metal Products Company, Limited, to a Canadian firm because 
the Canadian tariff made it unprofitable to supply the company 
from the United States. 

It is highly probable that painstaking and prolonged search 
would reveal other cases. It is also probable that, if the resultant 
loss were not so great, many American firms still hanging on 
abroad would liquidate. But, as the vice-president of one of the 
leading American companies operating abroad stated: 

With all the restrictions in force on the movement of goods and exchange 
it is not, as a practical matter, possible to dispose of any considerable amount 
of property, whether in the form of securities, real estate or goods, because of 
the impossibility in so many countries of moving capital out of the country. 
In other words, there seems to be no use of an owner of some substantial 
property in, let us say, Chile trying to dispose of it. No foreigner would buy it 
and, if the owner could sell it to a native, it would avail him little, because the 
proceeds from the sale in the form of Chilean pesos could not be removed 
from the country.‘ 


4 In response to private inquiry. 





AMERICAN INDUSTRY ABROAD SINCE 1929 533 


But in contrast to all withdrawals there has been an astounding 
continuance of the outward migration of American industry since 
1929. The Dominion Bureau of Statistics of Canada reports that 
since August, 1930, 176 new American subsidiaries were estab- 
lished in Canada,’ a movement far greater than at any other time 
in Canadian history. That Bureau has no evidence of recent with- 
drawals of American companies from Canada. The Canadian 
minister of trade and commerce (Mr. H. H. Stevens) concludes 
that there “have been, of course, casualties among firms that were 
established here in recent years from American sources, because 
of the depression, but these would not, I believe, be more numer- 
ous (if, indeed, they are as numerous) than other Canadian firms. 
I think it is safe to say that the withdrawals have not been of a 
noticeable character.’” 

Nor is Canada the only region to which new American direct 
investments have gone during the depression, although only the 
Canadian government keeps a careful record. Between March 
and November, 1931, American companies purchased 154 new 
factory sites in England,’ while during the last two years the New 
York Times has recorded the establishment of new American sub- 
sidiaries in Argentina, Australia, Germany, Sweden, England, 
France, India, and Italy. 

Only a laborious and prolonged field study would provide a 
complete list of new American companies abroad since 1929. But 
it may be confidently asserted that, although the rate of migra- 
tion to Canada is not typical of that to the rest of the world, there 
has been a net increase in the number of American industrial ven- 
tures outside of the United States. 

Two factors account for the general tendency of American in- 
dustry to stay abroad in the face of adverse business conditions. 
The first is the nature of the investments and the purposes for 
which they were made. In 1929 American direct investments in 

5 In the following industries: vegetable products, 9; animal products, 6; textiles, 
12; wool and paper, 15; iron products, 53; non-ferrous products, 39; non-metallic 
minerals, 7; chemicals, etc., 25; miscellaneous, 8; mining and engineering, 2. 

*In a letter to the author. 

? Time, November 30, 1931, p. 18. 
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foreign countries were distributed among the industries shown in 
Table II.* 

The petroleum, mining, and agricultural investments represent 
oil wells and mines, rubber, banana, and sugar plantations, etc., 
which the owners are no more likely to relinquish merely because 
of a few years of adversity than would be the case with similar 
properties in this country. Nor are companies with well-estab- 
lished and, in many cases, long-established foreign factories and 


TABLE II 


Per Cent 
Manufacturing .. . 
Public utilities 
Petroleum 
Mining and smelting 
Agriculture 


public utilities going to dispose of them as long as world-eco- 
nomic recovery is a reasonable possibility. The International 
Telephone and Telegraph Corporation, the Singer Sewing Ma- 


chine Company, the International Harvester Company, the In- 
ternational General Electric Company, the Eastman Kodak Com- 
pany, for example, will not hasten to sell subsidiaries which have 
been profitable merely because present conditions are unfavor- 
able. 

Foreign-sales subsidiaries involving small investment and fac- 
tories and assembly plants hastily established during boom days 
have been most quickly withdrawn. The remaining, and by far 
the most important, direct investments, established as an orderly 
and (in most cases) legitimate extension of economic activity 
across international frontiers, will continue to be operated as long 
as international financial and industrial transactions are profit- 
able. 

The second factor responsible for the absence of large-scale 
liquidation of foreign properties is the increase in exchange de- 
preciation and restriction which has imposed barriers on the 


* Approximate distribution calculated from data in Dickens, op. cit., pp. 29-36. 
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transfer to this country of foreign currency credits. These hin- 
drances will be discussed later, but it should be observed that they 
handicap the profitable sale of foreign properties. 

The preceding analysis serves to explain why so few American 
subsidiaries abroad have been abandoned. But why have new fac- 
tories been laid down and new properties purchased during three 
years of unequaled world-depression? 

The considerations which have stimulated the migration of 
American industry to foreign countries have been described else- 
where.” A multiplicity of motives, some dominant in one case, 
others in another, have determined many hundred American cor- 
porations, in the last seventy-five years, to transfer part of their 
operations abroad. Some sought to avoid tariffs, consumer hos- 
tility, long hauls, and discriminatory taxes. Others wished to take 
advantage of low wages and cheap raw materials or to secure raw 
materials not easily obtained in the United States. Still others 
wanted to provide adequate and prompt servicing for foreign cus- 
tomers, to cater more readily to their peculiarities, to exploit 
patents more profitably, and to exercise control over or influence 
among foreign producers. 

But it is not easy to select from that list the particular motives 
which have been dominant in the last three years. However, the 
marked increase in tariffs since 1929 has been a decisive factor in 
the establishment of many new foreign branch plants in the face 
of generally unfavorable business conditions. Especially has that 
been the effect of the realignment of British Empire tariffs. The 
new British tariff and the subsequent strengthening of British Em- 
pire preferential agreements at Ottawa increased the difficulty of 
exporting finished goods to Empire markets or of supplying Em- 
pire assembly plants with parts. In January, 1933, the British 
government announced that after April 1 certain grades of goods, 
in order to be granted Empire preferential rates, must contain 50 
per cent Empire labor and material instead of 25 per cent as at 
present. How the American assembly plants in the British Em- 
pire (especially in Canada) will meet that requirement is not alto- 


* See also above, p. 532. 
* See, e.g., Southard, of. cit., pp. 113-32; Domeratzky, op. cit., pp. 589-91. 
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gether predictable. In many cases the added investment neces- 
sary to divorce them more completely from dependence on the 
parent-company will be made. In other cases, of course, the sub- 
sidiaries are already producing 50 per cent or more of the product 
locally. But some plants will be withdrawn, and it is possible that 
the new rule will act as a partial deterrent to the establishment of 
new plants since the minimum investment necessary will be larger 
in the future. 

Although in some cases (such as those of Republic Steel Cor- 
poration and Pan-American Petroleum previously mentioned) the 
continued growth of tariffs has operated to influence companies to 
sell their foreign subsidiaries, it has in a far larger number of 
cases been persuasive in the building of new plants in an effort to 
enter foreign markets in spite of high tariffs. Of course, in the 
establishment of other sorts of direct investments (stores, public 
utilities, etc.) tariffs are not a factor, except in cases such as the 
American petroleum companies, which have decreased their for- 
eign holdings in anticipation of an American tariff." 

Some of the American direct investments of the depression 
period have been largely a consolidation of previous investments 
or a further expansion on the basis of established policy. During 
1931, for example, the General Motors Corporation purchased the 
remaining 20 per cent interest in Adam Opel, A.G., at a probable 
cost of $9 million, increasing its investment in that company to 
$34 million. The same corporation strengthened its position in 
Australia by the purchase of Holden’s Motor Body Builders, 
Limited, in May, 1931, to merge it with its already established 
subsidiary to form General Motors-Holden’s, Limited. The In- 
ternational General Electric Company continued its expansion by 
participating, jointly with its British affiliate (Associated Elec- 
trical Industries, Ltd.), in a unification of five Australian elec- 
trical manufacturing companies into Associated General Elec- 
trical Industries, Limited. Similarly, International Telephone and 
Telegraph Corporation purchased an $11-million interest in L. M. 
Ericsson Telephone Company, of Sweden, a transaction quite in 


* Conceivably, if the United States increases its tariff on such products as copper 
or nickel, foreign investments in such products may become less attractive. 
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harmony with its steady extension of its influence in the commu- 
nications-equipment industry of Europe. 

In summary, this surprising net increase in the number” of 
American direct investments abroad is evidently a function of 
several factors. First, general lack of incentive or opportunity to 
withdraw already existing properties. Second, the persistence 
(although, owing to the depression, with less intensity) of the 
general motives responsible for past expansion. Third, the in- 
creased effectiveness of tariffs, of the possibility of buying prop- 
erties at bargain prices, of the need of acquiring a non-alien iden- 
tity abroad to meet growing nationalism, etc. 


Ii 


Granted, then, that far from retreating, American industry 
abroad has not only dug in and held on during the depression, 
but has actually advanced, what difficulties has it experienced? 

First is the decline in profits and the appearance of losses. But, 
unfortunately, just as there is no dependable estimate of the in- 
come derived from direct investments in prosperous years, so 
there are but scant data concerning the profits and losses of the 
past few years. Subsidiaries hastily established during prosper- 
ous times fared badly with the onset of depression. Some auto- 
mobile assembly plants, for example, were built in countries 
where the depression market could not sustain them on z. profit- 
able basis. But of solidly established American properties abroad 
the record since 1929 is probably not dissimilar to that of the 
parent-company. One group, supplying raw materials such as 
sugar, rubber, copper, wood pulp, etc., is not expected to show a 
profit independently of the parent-company. At present, in view 
of the sacrifice prices at which raw materials are now selling, the 
American company might be able to buy them more cheaply than 
its own subsidiary can supply them. But that was evidently not 
the case in the past and may cease to be so in the future. 

The American-owned public utilities abroad are probably at 

" Rather than amount. As earlier suggested, it is probable that, computed by the 
capitalization of income, the value or amount has decreased. But it seems clear that 


the number of such investments is a better index to the trend of American indus- 
trial expansion abroad. 
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least earning their fixed charges, although income statements are 
complicated by the presence of earnings from manufacturing 
operations.’ For example, the International Telephone and Tele- 
graph Corporation, which earned $1.20 per share in 1931, derives 
only a part of its income from the sale of telephonic and tele- 
graphic services abroad. In 1932 that corporation failed by about 
four million dollars to cover its fixed charges chiefly because, 
although in terms of foreign currencies its telephone operating 
revenues were comparatively stable, owing to further depreciation 
in foreign exchanges, they were below 1931 results when con- 
verted to dollars." 

American factories and stores in foreign countries present a 
varied picture. Some, selling so-called necessities, are still, at the 
end of the third year of declining business activity, earning a 
profit. The Corn Products Refining Company’s foreign sub- 
sidiaries showed a to per cent gain in 1932 and the English and 
German Woolworth stores earned $6,155,941 in that year, while 
the United Drug Company received $1,841,219 in dividends from 
its 75 per cent interest in the Boots Company in England. But 
the larger group, producing automobiles, industrial and office 
equipment, etc., has met declining sales. Since only scattered 
data are available,"’ only the most guarded conclusion may be at- 
tempted. It is probable that American factories abroad, in the 
aggregate, earned no profits in 1932."* But that the United States 
derived no income from direct investments abroad in that year 
does not follow, since many companies did earn a profit. 

Second only to business adversity among the abnormal condi- 
tions faced by American companies in operating their foreign sub- 
sidiaries is the growing prevalence of exchange restrictions and 
depreciated exchanges. The former may prevent the transfer to 


3 Or from earnings from operations within the United States. 

“4 Notice to stockholders on March 22, 1933. 

s E.g., the English Ford Co. declared a profit of £790,353 in 1931 and a loss of 
£134,489 in 1932, while the Goodyear Tire and Rubber Co. of Canada reported a 
30 per cent decline in sales in 1932 over 1931. 

6 That conclusion is strengthened when it is recalled that the 840 corporations 
whose earnings were surnmarized in the National City Bank Bulletin for March, 1933, 
showed a net deficit of $15,000,000 in 1932. 
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this country of a part of the profits from foreign operations while 
the latter may result in losses when profits earned in depreciated 
pounds or yen or what-not are converted into dollars. Here again 
there are no aggregative figures at our disposal, but the evidence 
from many (but scattered) sources indicates that the difficulty 
has been considerable. One American company, whose foreign 
subsidiaries do tens of millions of dollars of business every year, 
reports: 

Depreciated currencies have reduced the dollar income of the corporation 
considerably during the last two years In addition . . . . exchange re- 
strictions have in certain cases rendered it impossible to remit funds in dol- 
lars as rapidly as the local currency amounts become available. The backed- 
up local currency funds have in some cases suffered further depreciation be- 
fore actual transfer." 


In February, 1933, a questionnaire sent out by the Export Man- 
agers Club of New York revealed that 80 per cent of those en- 
gaged in foreign trade consider exchange restrictions and diffi- 
culties the most pressing question they face. 

That such exchange losses may be sizable is indicated by ran- 
dom examples. In 1931 the B. F. Goodrich Company reported a 


foreign-exchange loss of $1,578,971; the International Telephone 
and Telegraph Corporation, $2,505,000; the Johns-Manville Com- 
pany, $275,586 (almost one-third of the net profits for the year); 
and in 1932 the Woolworth Company, $2,460,737 (more than a 
third of the net profits from the English and German stores) ; the 
International Telephone and Telegraph, $2,157,665; and the Chi- 
cago Flexible Shaft Company, $61,954, against net profits of only 
$92,758. While of course such large losses are typical of only the 
larger companies, probably few American corporations operating 
abroad escaped some loss, especially in 1931, when the deprecia- 
tion of exchanges was sudden and severe." 

The experience of the United Drug Company with exchange re- 
strictions became front-page news early in 1933. For twelve 


” See also similar statements on p. 532 and in n. 14. 

*® There are exceptions, e.g., the Johns-Manville Co. (see above) actually reported 
a gain of $141,189 from foreign exchange fluctuations and the Corn Products Re- 
fining Co., while experiencing exchange difficulties, met with no exchange losses in 
1932. 
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years United Drug has owned 75 per cent of the ordinary shares 
of the Boots Pure Drug Company, Limited, of England, which 
operates g50 stores in the British Isles and has paid 29 per cent 
dividends during each of the last four years on the 1,500,000 
shares. In January the American owners sold one million one- 
pound shares to a British syndicate associated with Taylor’s Cash 
Chemists (rivals of Boots) at about $25 million (about £73 per 
share). The United Drug Company explained that the loss suf- 
fered in converting dividends into dollars since the depreciation 
of the pound prompted this sale of a successful foreign invest- 
ment.” In England this repatriation of a nationally known enter- 
prise was viewed with open satisfaction, especially since it was 
felt that under American ownership the Boots stores had pushed 
American products. But a day or so later the chancellor of the 
exchequer, Mr. Neville Chamberlain, announced that the sale 
was in contravention to his request of October 1, 1931, that no 
security issues be undertaken the proceeds of which would be re- 
mitted abroad.” It was also felt by the Treasury that it was 
scarcely consistent for England to claim in December that sterling 
exchange could not stand the strain of war-debt payments and to 
permit, in January, a single private purchase of dollars amounting 
to £7,380,000.% At the annual meeting of Drug, Incorporated 
(parent-company of United Drug Co.), the president announced 
that “arrangements have been made for the disposal of a sub- 
stantially lesser number of shares.” Finally, however in May, 
1933, the remaining American-owned Boots shares were sold to 
the Tobacco Securities Trust, in England. 

Limitation of the right of the American company to dispose of 
its English property and to transfer the proceeds to this country 
stands in sharp contrast to the hard-won English tradition of the 

7 A somewhat unconvincing explanation since an equally heavy loss would be 


sustained on the conversion of the proceeds of the sale. It has been suggested that the 
United Drug Co. needs the funds to support its activities in this country. 

* The British syndicate planned to finance the purchase by the issue of five- 
shilling shares. 

* By and large, the trend in the dollar rate of sterling and the operations of the 
Exchange Stabilization Fund during 1933 indicate that in point of fact the transfer 
would have no adverse effect on sterling. 
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freedom of money and exchange markets. It is to be defended on 
the same grounds as other measures taken by England to protect 
her currency from the effects of an adverse balance of payments. 
But if such restraints—and they exist the world around—con- 
tinue and increase, they will add an exchange risk to the already 
heavy business risk of foreign investments which may become a 
decisively unfavorable factor. 

Last of these special problems faced by American industry 
abroad since 1929 are internal disorders. In some cases such diffi- 
culties were merely a reflection of the general unrest created by 
prolonged depression. In others, however, they resulted from 
hostility toward foreign enterprise. 

Strikes and workers’ riots are the simplest of this group of trou- 
bles. In April, 1932, an uneventful and brief strike occurred as a 
result of a 10 per cent wage cut at the Ford tractor plant in Cork, 
Ireland, while at present (March, 1933) the Ford works at Dagen- 
ham, England, are reported closed by a wage dispute. Early in 
1933, 4,000 workers, dissatisfied with lay-offs and wage cuts, riot- 
ed at the Romana-Americana refinery (owned by Standard Oil of 
New Jersey) at Ploesti, Roumania. A few weeks earlier similarly 
dissatisfied employees staged a demonstration at the Singer Sew- 
ing Machine branch in Yokohama, located in a Swiss-owned build- 
ing. In these instances the loss was confined to office equipment 
and records. There is little evidence that such disturbances arose 
directly out of the alien character of the company, although it is 
possible that wage cuts imposed by “rich” American companies 
are resented more than those by domestically owned concerns. 

Nor are the difficulties which have here and there arisen from 
internal disorder or semi-warfare indicative of anything more than 
the by-no-means new danger to foreign investments arising from 
governmental weakness and instability. Little American capital 
is invested in direct form in Manchuria, while about 65 per cent 
of that in China is localized in Shanghai in public utilities (Shang- 
hai Power Co. and Shanghai Telephone Co.), importing (Standard 
Oil), and banking, with only a few millions in manufacturing. 
Consequently, since they escaped serious damage during the 
Japanese invasion of the Shanghai region, American direct in- 
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vestments in China have little to fear from the Japanese occupa- 
tion as long as it is confined to Manchuria. But banditry and civil 
war in Central America in April, 1932, found American banana 
companies complaining about the lack of protection. The Stand- 
ard Fruit and Steamship Company of New Orleans reported the 
murder by bandits of seven of its employees in Nicaragua and the 
rotting of fifty thousand stems of bananas for want of transporta- 
tion; and bitterly opposed the removal of American marines. At 
the same time civil war in Honduras caused damage to the rail- 
roads owned by that company and by the United Fruit Company. 

Of much more importance for the future of American industry 
abroad are the attempts in Spain and Chile to abrogate or modify 
the agreements by which American companies have been operating. 

The International Telephone and Telegraph Corporation in 
1924 secured from the Spanish government a concession to recon- 
struct, expand, and operate the entire telephone system of the 
country.” By January, 1932, the Compafiia Telefonica Nacional 
de Espafia, operating 242,152 stations (32 per cent of the total in 
the International System), had become one of the most profitable 
units of the system, exceeded in size only by the United River 
Plate Telephone Company, Limited, of Argentina. 

In April, 1931, a socialist republic was established in Spain. 
Consequently it was not unexpected when, soon afterward, the 
status of the telephone concession was fiercely debated in the 
Cortes. During 1932 it was increasingly demanded that the con- 
cession be revoked on the grounds that it was granted by a govern- 
ment not representative of the people and that bribery was in- 
volved. The United States government, fearful that the precedent 
set by revocation would be disastrous to American investments in 
Latin America, sent a note of protest to Spain in November. The 
telephone company submitted a long reply to the Spanish govern- 
ment, insisting that its concession was granted by the state, and 
pointing out that American capital was willing to finance the tele- 
phone system at a time when Spanish banks were distrustful. 

Early in December, Spain replied to the American note insisting 


» For the terms of the concession and the progress made up to 1930 see Southard, 
op. cit., pp. 11-12, §2. 
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that the matter was of domestic concern, but leaving the way 
open for bilateral negotiation with the company, and guaranteeing 
protection to foreign capital? Meanwhile Premier Azafia was 
trying to persuade his cabinet to support him in avoiding friction 
with America by taking the affair out of the hands of the Cortes. 

While the American government made no reply to the Spanish 
note, it was openly hinted (and headlined in the press) that if the 
concession was revoked outright the American ambassador might 
be recalled. The bill then pending in the Cortes declared the con- 
tract void and proclaimed the telephone system a national pub- 
lic utility. It provided for “just indemnification” of “legitimate 
interests.” 

On December 6 Premier Azajia informed the Cortes that the 
government intended to handle the telephone affair itself and that 
it would stand or fall on that issue. Since the government was 
sustained by an overwhelming majority (181:11), the prospects 
are for a new contract rather than for confiscation. A few days 
later a commission composed of government and company repre- 
sentatives was appointed to negotiate a new contract. 

The ending of the Spanish story promises to be a little happier, 
from the point of view of American interests, than the one simul- 
taneously unfolding in Chile, where prolonged depression paved 
the way for a left-wing government which has shown hostility to 
foreign capital and enterprise in general and to the nitrate com- 
bine—Compafiia de Salitre de Chile, or “Cosach”—in particular. 
This story is long enough for a separate article, but all that is actu- 
ally necessary here is to indicate the relation of Chilean political 
and economic unrest to American ventures in Chile. 

Formed in 1931, with common stock of $375,000,000,”5 Cosach 

23 The note was not made public. The foregoing is based on newspaper surmise. 

* There is little indication as to what changes may be made in the old contract. 
They may include a governmental veto over company acts, taxation by local govern- 
ments, “workers intervention,” etc. (see New York Times, December 4, 1932, p. 27). 

*s Divided about equally into A and B shares, the former held by Chile. The 
company also has a direct debt of $116 million ($13.8 million floated in England, 
$35 million in the United States, and the rest paid to Chile, 1931-33) and an as- 
sumed debt of $61 million. Of the assumed debt, about two-thirds comprises the 


dollar loans of the two Guggenheim subsidiaries; the rest consists of a series of small 
loans and one large sterling loan of other subsidiaries of Cosach. 
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was a consolidation of many independent Chilean- and foreign- 
owned nitrate companies. The leading American interests are 
those of Guggenheim Brothers in Lautaro Nitrate, Limited, and 
Anglo-Chilean Consolidated Nitrate Corporation. The Chilean 
government owns half the common stock in the combine and, 
having received almost $70 million in Cosach bonds since 1931, 
agreed to replace the old export tax with a smaller export license 
tax chiefly as a guaranty for service on the Cosach bonds floated 
abroad in 1931, and to depend on dividends and income taxes for 
its revenue. 

As is commonly known, the growing competition of synthetic 
(and by-product) nitrates during and since the war has seriously 
reduced the Chilean share in the world nitrate trade. The Gug- 
genheim nitrate companies were leaders in organizing Cosach, 
hoping that by combination and by replacing the Shanks process 
with the supposedly more economical Guggenheim process the 
Chilean nitrate situation could be improved. 

In March, 1932, after “successful” discussions with the Chilean 
government, President Whelpley (Guggenheim partner) of Co- 
sach called a meeting in New York of Chilean and American inter- 
ests and of the German and British banks who had participated 
in the 1931 financing” to discuss Cosach reorganization, since al- 
ready the indebtedness with which the company had started was 
proving heavy.” A struggle immediately arose between the bank- 
ers, who wanted to keep their “investment” intact, and the com- 
pany, which urged the necessity of converting most of the bonds 
into preferred stock. On May 1, although the negotiations were 
still in process, Cosach defaulted on the interest due on the Anglo- 
Chilean Consolidated Nitrate 7’s of 1945 (outstanding to the 


6 Shréder, Rothschild, Morgan Grenfell, Baring Bros., and three German private 
banks. The National City was the chief American banking-house concerned, al- 
though Goldman Sachs & Co. and Blair & Co. floated the Anglo-Chilean loan of 
1925. 

27 It is beyond the scope of this article to discuss the investment merit of indi- 
vidual enterprises, but Cosach seems clearly to be an example of what foreign in- 
vestments should not be. To increase the capital stock of the combined companies, 
to add $116 million to the debt of an industry already facing difficulties, is to stretch 
beyond the breaking-point the economies expected from combination. 
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amount of $14,500,000), and during the month British and Ameri- 
can Cosach security-holders formed protective committees. 

On June 5 a socialist republic was proclaimed in Chile under the 
provisional presidency of Carlos Davila, which proposed to seize 
big business and landed estates. The revolution, effected by 
Colonei Marmaduke Groves and the army, deposed the Montero 
régime in protest at its failure to battle satisfactorily with depres- 
sion. Naturally, foreign interests in Chile were uneasy, but on 
June 7, Sefior Davila promised that “foreign investors may be cer- 
tain we will show the nitrate problem our fullest and fairest con- 
sideration” and that foreign and Chilean property would not be 
confiscated. 

Five days later Davila was forced to resign, chiefly because he 
was too moderate toward foreign interests, and was provisionally 
replaced by Rolando Merifio. Aurelia Morgado, an opponent of 
Cosach, was appointed nitrate supervisor. On December 29 the 
company and the government reached an agreement to liquidate 
Cosach over a period of two years. Early in February, 1933, the 
American interests acquiesced, and appointed Horace R. Graham, 
Cosach vice-president, to serve as minority member on the dis- 
solution committee. In March, against the protests of Mr. Gra- 
ham, Chile ordered its customs officials to discontinue collection of 
the sixty pesos gold per ton export tax, security for the foreign 
loans for Cosach. 

The dissolution of Cosach does not mean the disappearance of 
the Guggenheims from the Chilean nitrate fields. They will re- 
main the largest foreign producers and will presumably continue 
to operate Lautero and Anglo-Chilean. But it remains to be seen 
what further action the government may take, how many small 
nitrate companies it will reopen to provide employment, what 
degree of co-operation the private companies can or will be per- 
mitted to devise in order to meet the ever-growing competition of 
synthetic nitrates. In the meantime American companies operat- 
ing copper mines, stores, factories, telephone companies, banks, 
electric-light, power, and traction companies” cannot but wonder 


** Such as Anaconda Copper, W. R. Grace & Co., International Telephone and 
Telegraph, Electric Bond and Share, Standard Oil, Du Pont, Curtiss Wright, Bethle- 
hem Steel, and the National City Bank. 
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whether continued unemployment and distress may give added 
power to the Left Wing in Chile, with resulting demands for fur- 
ther modification of foreign contracts and concessions. 


III 


Although provisional summaries have been inserted in earlier 
pages, two more general conclusions seem to emerge from this 
fragmentary account of American industry abroad during the de- 
pression. 

In the first place, it seems clear that the migration of industry 
across international frontiers—the internationalization of indus- 
try—is a sufficiently normal and permanent phase of world-econ- 
omy that even prolonged depression makes no fundamental 
change in either the structure or the extent of the resulting invest- 
ments. Whether it is prompted by what I have elsewhere called 
the “new export technique,” represents an exploitation of raw 
materials or is merely an expansion of American financial and 
technical resources, the movement is essentially long run and 
prospective, and is not seriously deterred by short-run adversities. 

But against that essentially normal basis for direct investments 
in foreign countries must be set several conflicting abnormal ele- 
ments: trade restrictions and the various internal handicaps to 
business activity which may be specifically directed at alien en- 
terprise or may be common to all enterprise within the country. 

These hampering factors may have three possible effects on the 
progress or continuance of American industry in foreign coun- 
tries: first, tariffs, where the protected market is important, often 
actually stimulate the migration of industry; second, exchange 
restrictions, depreciated currencies, and internal disturbances, 

#9 In the past a common charge of low-tariff advocates has been that high tariffs 
result in a diversion of labor and capital into uneconomic channels in the protected 
country. A parallel aspect of that problem, but one to which almost no attention has 
been given, is the part plaved by tariffs in the establishment of foreign branch plants 
which may be economical units, but which may also create idle capacity in the home 
plant and may themselves be either too small for efficient operation or too large for 
the available foreign market allotted to them. If world-tariffs continue to increase, 


this type of “uneconomical” branch plant may also increase (in contrast to the eco- 
nomically desirable branch plant established abroad chiefly because of non-tariff 


factors). 
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unless they become extreme and prolonged, probably result mere- 
ly in a decrease in profits and the emergence of temporary losses, 
but do not sufficiently overcome the motives originally responsible 
for the investments to cause liquidation; third, if trade barriers 
other than tariffs and internal disturbances become so excessive 
and so prolonged that the losses become cumulatively alarming, 
we can expect to find many American companies disposing of 
their foreign properties. The Spanish and Chilean affairs (not to 
mention earlier Russian confiscations) indicate that the possibil- 
ity of revolution is an ever present danger to American industry 
in foreign countries. What threats, for example, may the Hitler 
régime carry for the American-owned company domiciled in Ger- 
many? 

But granted any sort of return even halfway to normal condi- 
tions in world-industry in the next half-dozen years, we shall find 
these abnormal, limiting factors rapidly giving way to the long- 
existent normal basis for direct foreign investments. And in the 
meantime American industry is still abroad. 


F. A. SOUTHARD, JR. 
CORNELL UNIVERSITY 








MERCANTILISM AS LIBERALISM: 


IHE recent decade has yielded some fine achievements in the 
analysis and discussion of major economic problems. At the 
same time there have been disseminated more drivelous non- 
sense, glittering half-truths, and patent fallacies than in any equal 
period in history. Of stuff which belongs in the latter category, Pro- 
fessor Beard in this book' has brought together, and himself contribu- 
ted, some outstanding examples. 

Since Mr. Beard was not engaged deliberately in revealing the awful 
decadence of liberal thinking, it is not surprising that some fairly sensi- 
ble stuff has slipped into his collection. Several chapters, indeed, are 
unobjectionable: Daniel Willard’s address at the Wharton School; 
Edward Angly, on the new-era prophets; Charles R. Walker, on unem- 
ployment in Detroit; James Truslow Adams, on bankers; Walter B. 
Pitkin, and Franklin D. Roosevelt, on agriculture. Other chapters are 
nicely and innocuously sentimental—for example, two speeches of 
Nicholas M. Butler and “The Call of the Protestant Churches.” In 
other instances, one’s critical responses are rather mixed: the chapters 
on the Swope Plan; the reports of the Chamber of Commerce Commit- 
tee; Governor LaFollette’s message. Even Mr. Hoover’s Indianapolis 
address, with all its shortcomings, is too good to be included in this 
book. 

The real message of the book, however, is to be found in other chap- 
ters, so distributed through the volume as to assure abundant em- 
phasis upon the pseudo-economics which it expounds: three chapters 
by the editor himself; one juicy morsel by the messianic team, Messrs. 
Foster and Catchings; André Maurois, on saving capitalism; two en- 
gaging documents from the pen of Mr. Mathew Woll; and the Van- 
couver report of the American Federation of Labor. Running through 
these and other chapters are several doctrines and proposals which in- 
vite comment as pungent as is permissible here. 

Conspicuous especially is that central thesis of all recent Pollyanna 
economics, the “philosophy”’ of high wages. The reader is repeatedly 
assured that higher wages will mitigate depressions; also that higher 
incomes to people at the bottom will cost everybody else considerably 

* America Faces the Future. Edited by Charles A. Beard. Boston and New York: 
Houghton Mifflin Co., 1932. Pp. vii+416. $3.00. 
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less than nothing. Nothing could be more absurd. Inequality deserves 
simply no place at all among the critical factors in the cycle phenome- 
non. Moreover, the mitigation of inequality can never be universally 
costless; it must be, and can be, defended merely as an end which stands 
(or falls) on its own merits. To propose distributive justice as a means 
for mitigating cycles or avoiding “overproduction”’ is to prostitute a 
great cause and to invite the ridicule of competent persons. Moreover, 
the attempt to increase the lower incomes by arbitrarily raising wage 
rates (instead of by taxation) will rather certainly have effects marked- 
ly opposite from those intended. 

These chapters indulge in all the usual loose talk about “overproduc- 
tion,”’ quite after the manner of those beginning students in economics 
who occupy the lowest decile on the intelligence tests. The various au- 
thors seem to regard the concept as exceedingly useful, as indeed, being 
utterly ambiguous, it is, to people who have nothing to say. They ven- 
ture nothing by way of definition; and certainly they have never sus- 
pected that “overproduction,” once carefully defined, loses all its ap- 
parent simplicity and all its usual implications. On a similar intel- 
lectual level is the repeated assertion that we must have planning, for 
the purpose of co-ordinating or equalizing production and consump- 
tion. The prescription is simple indeed; we need only estimate future 
consumption and then adjust production and investment accordingly! 
On what price terms this adjustment should be effected is evidently a 
minor matter not worthy of discussion. Moreover, these writers as- 
sert or imply that the depression is a result of absolutely excessive in- 
vestment, on the one hand, or of bad allocation of investment, on the 
other. The first notion is merely childish; the second, as Mr. Keynes 
has observed (with what, considering the circumstances, is only judi- 
cious exaggeration), is simply untrue. Incidentally, it would not be an 
unfair rule to classify immediately as charlatans or economic ignora- 
muses all persons who write about “overproduction” without carefully 
defining that concept. 

Mr. Beard, Mr. Swope, and the authors of the Chamber of Com- 
merce report have a very simple solution of the maladjustments, thus 
misconceived. We need only repeal the Sherman Act, eliminate the 
chaos of competition, and then regulate production and investment in- 
telligently. We must, to be sure, avoid socialism and communism (and 
federal doles); but we must have more monopolies and more powerful 
trade associations. The necessity for some public regulation under 
such arrangements is admitted—and dismissed in a remarkably casual 
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manner. Major industries must simply be dealt with like the railroads 
and public utilities. 

This disposition to idealize the system of private monopoly with 
superimposed government control is curious indeed, among persons 
with eyes to see the situation of the public utilities. Regulation at best 
is an anomalous, temporizing expedient, tolerable only because com- 
petition cannot function, and because governments, sadly incompetent 
to operate, are believed to be sufficiently competent to regulate. We 
have now as much regulation as even nominally democratic govern- 
ment can endure; and the job is miserably done, even at the hands of 
what is probably our most competent and scrupulous public body. 

Mr. Beard touches here a problem which his many and diverse in- 
terests should not permit him to dismiss so cavalierly. As Professor 
Knight has observed, the historically simultaneous appearance of 
capitalism and democracy gives cause for thought. The operation of 
a sort of control through competition permits of a division of labor 
whereby governments may confine themselves to tasks and functions 
least incompatible with democracy. To burden the political system 
heavily with tasks which competition has performed heretofore (very 
imperfectly, to be sure) is to guarantee drastic change in the funda- 
mental character of that system. Mr. Beard invites us to contemplate 
a mongrel system, of democratic government, private monopoly, and 
public control of relative prices and relative wages. This has been 
tried latterly in Germany. Moreover, it was just this kind of system 
which gave rise to the Wealth of Nations. 

Thanks largely to the “rule of reason,” we have already gone so far 
in this direction that nothing could be easier than to quit fighting and 
climb on the bandwagon, with Mr. Swope, Mr. Owen D. Young, and 
other respectable, well-meaning people. The task of enforcing and re- 
vitalizing competition is difficult and forbidding; proponents of such 
strategy receive little support nowadays from those who have zeal for 
“‘causes.”” Trust-busting has become as unpopular in liberal circles as 
it is in Wall Street. Mr. Beard and the Chamber of Commerce point 
an easier road. But where does this road lead? 

It is perhaps an incontrovertible position that the excesses of booms 
and depressions are attributable, on the one hand, to the system of 
commercial banking and, on the other, to an exceeding and increasing 
“stickiness” in many parts of the price structure. We have achieved an 
economy in which the volume and velocity of bank credit is highly sen- 
sitive and variable, while many prices have become quite inflexible and 
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especially resistant to downward pressure. Mr. Beard evidences no in- 
| terest in the banking problem and has no time for monetary theories of 
cycles. He includes, to be sure, an article by Mr. William C. Ewing; 
but this contributes nothing of importance (though it may serve to 
explain why so many economists have nothing to do with the Stable 
Money Association). On the other hand, Mr. Beard beseeches us to 
adopt measures which will make the “sticky” prices as much stickier 
as possible. To adopt such measures, while neglecting the problem of 
money and credit, is to assure that the next depression will make the 
present one seem altogether trivial. 

The world is faced immediately, and for the indefinite future, with a 
dreadfully serious monetary problem. This problem demands the 
closest attention of trained economists and of intelligent liberal opin- 
ion. Mr. Beard and a whole army of ad hoc economists and devotees of 
parlor planning are performing a tremendous disservice in diverting 
attention to irresponsible proposals. We have desperate need of sound 
plans and sound remedial measures; but there is no need for quack 
remedies concocted by journalists utterly incompetent at economic 
diagnosis. 

For the more distant future, one can contemplate thoroughgoing 
socialism, communism, or bolshevism, not with enthusiasm, but, as 
against Mr. Beard’s fascism, at least with resignation. 

H. C. Stwons 


UNIVERSITY OF CHICAGO 
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Corn and Hog Surplus of the Corn Belt. By Atonzo E. Taytor. Stan- 
ford University: Food Research Institute, 1932. Pp. xxi+658. 
$4.50. 

Doctor Taylor's book is divided into two parts. Part I contains a de- 
tailed discussion of the nature, extent, and consequences of a surplus 
of corn and hogs. Production and disposition of corn and hogs in the 
United States, exports, factors in prices and the economic position of 
corn growers and hog raisers are covered here. Part II discusses ameli- 
oration of the consequences of a surplus of corn and hogs. The equali- 
zation fee, export debenture, farm a]lotment plans, and price stabiliza- 
tion are discussed under “external methods”’ of farm relief. Under “in- 
ternal methods” are grouped measures involving little or no national 
legislation, such as technical improvements in farm management and 
agricultural practices and adjustment of market supply to effective de- 
mand. Co-operative marketing, tax reform, and mortgage assistance 
are recognized as being internal methods, but are not discussed. 

Doctor Taylor’s major conclusions, mostly in his own words, are as 
follows: 

1. “Apparently, therefore, the surplus of corn is persisting; and within the 
next few years, increase in the surplus is not impossible under favorable cli- 
matic conditions.” 

2. “The surplus hog production which has the greatest meaning to pro- 
ducers is the surplus of lard For all uses, lard is merely one fat out of 
many. It contains no vitamins and has no distinguishing nutritional quali- 
ties.—It has no distinguishing physical or chemical qualities.—”’ 

3. “We do not expect the surplus of hogs to disappear as have disappeared 
the surpluses of cattle and sheep.” 

4. “Since, for corn even less than for hogs is there warrant for ascribing to 
foreign prices the determination of domestic prices, when we combine corn 
and hogs as a unit agriculture, it is incorrect to say that the level of domestic 
prices in any year is determined, or largely set, by world prices of corn and 
hogs. The prices of these crops sold for domestic consumption are determined 
largely by domestic conditions and not by the prices received for the export- 
able surplus.” 

5. “The post-war distress in the Corn Belt developed during the crop year 
1920-21 Prices of goods and services are high,. . . . farm taxes and in- 
terest charges are high, expenses in operating the farm are high; but prices of 


552 





BOOK REVIEWS 553 


corn and hogs are low When the farmer who is dissatisfied with the 
disparity between intake and outgo undertakes to sell out and retire, he finds 
the value of his property depreciated to the pre-war level and sometimes 
practically saleable only on an auction basis Farmers are reduced to 
operative returns, and these seem unattainable or incommensurate, under the 
current levels of costs and prices.” 

6. The equalization fee plan ought to achieve higher hog prices initially 
but the plan could not work beyond a couple of years as the supply of hogs 
could not be held moderate. 

7. The export debenture plan is inapplicable to hogs on account of the 
many forms in which hog products are exported. Even though the price of 
hogs should be increased initially, this would lead to increased production and 
ultimate failure of the plan. 

8. The farm allotment plan has little meaning for the surplus of corn and 
hogs because of difficulties in its administration. ‘To put it into operation on 
a compulsory basis would be equivalent to the agricultural policies of Soviet 
Russia and Fascist Italy.” 

9. “If producers cannot be brought to see the advantage of smaller crops 
of corn and hogs with larger gross returns for the crops, stabilization tactics 
under a Farm Board will have little prospect of increasing the weighted price 
of hogs, but a large prospect of dissipating governmental funds.” 

10. “Farms are too small, the number of farmers too numerous, the gross 
income is divided between too many families. The answer is the larger family 
farm, not chain farming or incorporated farming.” 

11. “The adjustment of supply to demand implies contraction of corn 
acreage, restricted and controlled breeding of hogs, and the expansion of grass 
land in an improved rotation for the purpose of restoration of soil fertility. 
Relief through expansion of demand is not to be hoped for.” 

12. [Referring to the sociological consequence of contraction of farm popu- 
lation] ““The real problem is not the loss of farm population, but the absorb- 
ability of the dispensable farmers into urban industry.” 

13. In regard to the effect of the international trade situation on Corn 
Belt agriculture Doctor Taylor says in part: “Never in the memory of living 
men has the doctrine of comparative advantage had so few political follow- 
ers. Long-term advantage is lost in the mirage of short-term benefit. The 
ways and means employed to protect farmers in net-importing countries in- 
jure farmers in net-exporting countries and vice versa. Since national trade 
is measured in political as well as economic units, the future course of inter- 
national commerce is indeterminate The problems of exporting coun- 
tries, whether of capital, services, or goods, were never more distorted than 
now, and the outcome of this state of affairs is the situation called ‘interna- 
tional disequilibrium.’ ” 

Doctor Taylor’s contention that lard is merely one fat of many and 
that it has no distinguishing characteristics is contrary to the conclu- 
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sions of many authorities who have made careful studies of the qualities 
of lard as a frying fat and shortening agent compared to qualities of 
competing fats and oils. Although hog type and hog feeding practices 
affect production, lard is primarily a by-product of hog production in 
the Corn Belt and it is doubtful whether the swine-grower’s objective 
is to convert corn into hog fat; conversion of corn into pork probably is 
the real objective and hog fat is obtained along with the process. It is, 
therefore, difficult to compare the cost of lard production with the rela- 
tively low cost of producing tropical fats and oils. 

Adequate consideration has not been given to demand outlet for hog 
products in this country and abroad, consumer expenditures for hog 
products, conversion and distribution costs, and the share of total con- 
sumer expenditures passed on to the hog producer. Doctor Taylor rec- 
ognizes the disparity between prices of commodities farmers buy and 
prices of products they sell. Perhaps if he would go farther into that 
subject he would find that reduction in the price spread between the 
consumer and the producer might do much toward improving the eco- 
nomic situation of corn and hog producers and hence solving the farm 
problem. He might find that there is not a surplus of corn and hogs 
from the standpoint of the ultimate consumer. 

Doctor Taylor’s conclusions on the futility of the various proposed 
farm relief plans as a means of improving the situation of hog producers 
are very much appreciated. His hypothesis that income to the hog in- 
dustry would be increased even initially by moving larger quantities 
abroad is open to question. Comparative elasticities of demand for hog 
products in this country and abroad, production abroad and the cost 
of moving larger supplies from this country to foreign markets, would 
all enter into that question. It is quite possible that income would be 
reduced rather than increased as the movement of the total supply into 
consumptive channels would meet greater resistance in the way of mar- 
keting and distribution costs. 

In regard to Doctor Taylor’s internal methods of relief, I think 
rather than adjust hog and corn production and agriculture generally 
to existing conditions we should correct the fundamental causes of the 
situation. The economic position of one farm enterprise cannot be 
raised for a prolonged period above that of other agricultural enter- 
prises or agriculture generally. Agriculture needs a remedy that will 


raise the entire structure. 
F. W. ImMAscHE 
FEDERAL Farm Boarp 
WasainctTon, D. C. 
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The Ethical Problems in Relations of Business to Government. 
(Lectures delivered in 1931 on the William A. Vawter Founda- 
tion on Business Ethics, Northwestern University School of 
Commerce.) New York: Ronald Press Co., 1932. Pp. 174. 
$2.00. 

This is the third series of lectures on the William A. Vawter Founda- 
tion on Business Ethics, Northwestern University School of Commerce, 
these lectures having been delivered in 1931. 

The title leads one to expect a discussion of two important prob- 
lems: (1) To what extent is a governmental policy of laissez faire 
toward business possible? and (2) To what extent does business 
observe an implied policy of fair competition so as to reduce govern- 
mental interference to a minimum? These two problems are essentially 
one, but historically business has been aware of only the first part of 
the problem; and business men, in the development of the doctrine 
following from this problem, have been blind to the fact that “inter- 
ferences” of the government with business have been common in the 
form of tariffs, government contracts and subsidies, franchises and 
charters, legal sanctions of business transactions, etc. In the attempt 
to develop a doctrine of laissez faire, business men have stressed the 
fundamental rights and interests of the individual as against the po- 
litical government, but not, paradoxically, as a corresponding principle 
in the economic order itself. As a result, a notoriously autocratic 
political government, such as pre-war Germany, tolerated or promoted 
an economic society that was more democratic and socially more re- 
sponsible than that of England or America. 

By far the best lecture of this series is ““The Management Point of 
View,” by W. J. Donald, who shows that the segregation of manage- 
ment from ownership in America, a result of general corporation laws 
in contrast with the previous legislative practice of incorporating indi- 
vidual enterprises, has placed the responsibility for business autonomy 
on management in a strictly professional sense. The rise and fall of 
laissez faire in actual business practice is contrasted with the relative 
fixity of the philosophical doctrine in the minds of obtuse business 
opportunists. 

Senator Barkley, of Kentucky, deals ably and judicially with the 
problem of “The Business Lobby.” His historic survey of the practice 
moderates to a considerable degree the view of the alarmist over the 
present situation, which Senator Barkley, however, does not hesitate 
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to describe fearlessly and with pointed directness. The succeeding 
chapter, “Collective Business: Its Methods and Objectives,” by John 
N. Van der Vries, an officer of the Chamber of Commerce of the 
United States of America, describes the methods by which this organ- 
ization engages in “legitimate” lobbying, especially through referenda 
which make available to Congress the business opinion of the country. 
Both lecturers, however, become so engrossed in the methods em- 
ployed as to lose sight of the broader phases of the relations involved, 
especially the governmental and business policies which should deter- 
mine such relations and methods. 

Commissioner Humphrey, of the Federal Trade Commission, dis- 
cusses ‘Business Ethics and the Federal Trade Commission.”’ After 
describing the earlier ex parte actions of the Commission, he shows how 
the Commission has turned to the Trade Practice Conference and the 
Stipulation as a more economical and psychologically more wholesome 
mode of approach. Particular situations are dealt with, leading up to 
that of the important co-operation of the Commission with publishers 
and better business bureaus. No attempt is made, however, to show 
how such activities are to lead to the sanctioning of business conduct, 
especially in view of the jealous eye which the courts have turned 
toward this attempt on the part of the Commission to pre-empt some 
of their prerogatives. 

Julius Klein, Assistant Secretary of Commerce, in a short address 
on “Factors in Business Behavior,” touches on the international situa- 
tion. His view on this matter is naive, to say the least: that the inter- 
national business situation has improved from an ethical point of view 
because of improved ‘‘credit arrangements” implies that the govern- 
mental mailed fist will be less needed to enforce business contracts. 
While this may be true as regards commercial transactions, it does not 
enlighten us regarding the present status of our international financial 
relations. Our bankers must have believed that they could rely on 
governmental sanctions, or at least still believe this in the sense that 
the cancellation of public debts will secure private loans; in either case 
the doctrine of laissez faire will have broken down completely. 

It is this failure properly to assess the underlying problems of the 
relations of government and business that is the most disappointing 
feature of the book. A part of this difficulty has been met by an intro- 
ductory chapter, which was not, however, delivered as a lecture in the 
series. The other disappointing feature, which appeared in the two 
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previous publications of the series, is the too discursive nature of the 
treatments of the subject, a difficulty which is inherent in the obvious 


limitations of the lecture method. 
C. F. TAEuUsScH 
HARVARD UNIVERSITY 


Readings in the History of Economic Thought. By SamuEL HowarD 
PATTERSON. New York: McGraw-Hill Book Co., Inc., 1932. 
Pp. xi+745. $4.50. 

This book represents much labor and thought expended on a difficult 
task, and the result should render a real if somewhat special and limited 
service to teaching in its sadly neglected field. In selecting the material, 
the author has made many sweeping exclusions. First, he has, no 
doubt wisely, concentrated on what is relatively off the beaten path 
and not otherwise readily available. The period before Adam Smith 
is considered covered by Monroe’s Early Economic Thought. Then the 
principal work of each of the three great “classicals,’””—Smith, Ricardo, 
and Mill—is available in good and cheap editions; so each of these 
writers is represented briefly by two selections from minor works. 
Another general exclusion is that of distinctly foreign (non-Anglo- 
American) schools, particularly the German Historical school. The 
British Historical school, in compensation, is “stressed” (Preface); it 
receives 67 pages in space, from four authors, the average per author 
in the book being considerably more, and the allotment to the Mal- 
thusian controversy is 87 pages; to optimists and nationalists, 100; and 
socialists, 89. The nineteenth-century German classicals are also 
absent, so that German economic thought is represented by List, 
Marx-Engels, and Béhm-Bawerk. There are no Italians. A point is 
made of exhibiting American thought; the writers chosen are Benjamin 
Franklin (Malthusian controversy), 10 pages; H. C. Carey and R. E. 
Thompson (optimist-nationalist); and George, Walker, and Patten 
placed in “‘miscellaneous American” group with 59 pages. To Thomp- 
son and Patten, former teachers of the author at Pennsylvania, the 
work is dedicated. “Recent writers” are said to be excluded; these two 
died in 1924 and 1922, respectively; the other writers included who 
lived beyond 1900 are Béhm-Bawerk (d. 1914) and Ingram (d. 1904). 

In all, the book contains sixty selections from thirty-two authors 
arranged in nine groups. The space given an author ranges from 7 
pages for James Mill and 10 for Benjamin Franklin to 46 for Senior 
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and 49 for Malthus, and 60 for Marx (and Engels). Each author is 
given a biographical-editorial notice of a page or so (included in the 
page figures above) and there are ten portraits (the four great “clas- 
sicals,” List, Marx, Carey, Thompson, George, Patten). An Appendix 
gives a few pages each from the two famous lady-popularizers of “‘po- 
litical economy”’ in its heyday, Mrs. Marcet and Miss Martineau; it 
is certainly not the least valuable feature of the book for historical 
illumination. 

In attempting a general estimate, one turns from the heavy volume 
of closely printed pages to contemplate the omissions and inadequacy 
of representation of schools and men included, and realizes vividly the 
difficulty of the task. It would be easier to ask questions than to answer 
thein regarding details in the selection of men to represent the different 
movements—for instance Fourier, Proudhon, and Marx-Engels for 
socialism ; nothing from Owen, St. Simon, Rodbertus, or L. Blanc—and 
about the distribution of space. Still the book represents, on the whole, 
a fairly successful effort to exhibit the main trends and to let each man 
selected give his own statement of the ideas which have made him im- 
portant. It is certainly better than nothing and should be a real help 
to many teachers and students, even in universities with well-organized 
courses given by men interested in the field, and still more where there 
are limited library facilities and less adequate provision for instruction. 


FRANK H. KNIGHT 
UNIVERSITY OF CHICAGO 


Agricultural Russia and the Wheat Problem. By ViaApmir P. 
TIMOSHENKO. Stanford University: Food Research Institute 
and the Committee on Russian Research of the Hoover War 
Library, 1932. Pp. xi+571. $4.00. 

It comes somewhat as a surprise to learn from the Preface that the 
author of this book has not been in Russia since 1919. But if the study 
lacks the intimacy of investigations made sur place it has very solid 
merits of another kind. Agricultural Russia and the Wheat Problem isa 
detailed examination of the Russian agricultural situation based on the 
latest official statistics and on technical studies made by Soviet agrono- 
mists. The book is packed with information and very thoroughly docu- 
mented throughout. The carefully guarded conclusions commend 
themselves to the reader as being founded on an impartial analysis of 
the facts. 
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Anyone who reads a serious study about Russia can hardly fail to 
be struck by the colossal problems that face the administration of that 
country. These problems by no means all derive from the fact that 
Russia is under the régime of the Soviets, but it must be recognized 
that a policy striving to achieve rapid industrialization finds its great- 
est obstacles in dealing with the peasant economy. In making clear the 
nature of these obstacles, this book, in the opinion of the reviewer, 
throws more light upon the vacillations of Soviet policy during the last 
fifteen years than any other currently available. Even Lenin, in the 
face of peasant opposition, found it necessary in 1921 to proclaim a 
New Economic Policy, and Stalin’s recent speeches indicate that for a 
second time the drive toward communism has been checked by the 
stubborn individualism of the peasants. 

Soviet policy increases the difficulty of the agricultural problem in 
Russia. The author points out that between 1921 under the N.E.P. 
and 1926 considerable progress was made by the peasants, but when a 
return to a more strict form of communism was determined upon, it was 
the most prosperous and progressive peasants who objected and suf- 
fered. The result was that, when the collectives were formed, the 
membership was composed chiefly of the poorer and less efficient type 
of peasants. The “liquidation” of the Kulaks involved a serious reduc- 
tion in draft power on the farms. Timoshenko estimates that in 1930 
there was in the USSR a deficiency of from five to six million horses and 
about two million oxen as compared to 1916. Hence the feverish at- 
tempts to replace this loss, still very inadequately repaired, by the 
production of tractors. “The vigorous drive for mechanization of 
agriculture in the USSR must be regarded largely as an emergency 
action.” 

But all the shifts and changes in Soviet policy have not been able 
to exorcise the evil of overpopulated agricultural lands. Indeed, when 
the administration determined to establish state farms it was found 
necessary to locate these chiefly on semi-arid land because better areas 
were not available due to peasant occupation. Experiences with these 
giant state farms have been rather disappointing, and quite recently 
the government has decided to subdivide them. 

In view of the alarm created among wheat growers of other exporting 
countries in 1930-31 by Russia’s return to the export field, it is interest- 
ing to note that “to recover the pre-war per capita level of grain produc- 
tion and exports, it is necessary first to enlarge the present grain crop 
area by 20 per cent in accord with the increased population, and then 
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to raise the yield per acre by about 2 per cent yearly.”” The author’s 
conclusion is that this task would not be easy to accomplish in the pres- 
ent conditions of Russian agriculture and the Russian economic situa- 
tion in general. Indeed, it would be difficult in any country. 

The publishers and the author are to be congratulated upon this 


scholarly and comprehensive work. 
D. A. MacGrBBon 


WINNIPEG, MANITOBA 


American Railroads: Four Phases of Their History. By Win- 
THROP M. Danrets. Princeton: Princeton University Press, 
1932. Pp. 120. $1.50. 

This book consists of four lectures delivered by Professor Daniels at 
Princeton University in 1932. The first three lectures deal with the 
relationship between the railroads and Wall Street, the railroads and 
Congress, and the railroads and the White House. The treatment is 
retrospective and historical, the changing status of the railroads, due 
to the exercise of greater authority over them by the investment bank- 
ers, Congress, and the White House, being described in an interesting 
manner. 

The last lecture deals with the railroads and the public. The author 
here endeavors to forecast the future relationship of the carriers and the 
public, under what he calls “the approaching reconstitution of the 
transport industry.” 

The author foresees a steady relaxation of the widespread hostility 
to the railroads. He points out that the railroads have effected a thor- 
oughgoing reform of their business practices. Their service has been 
characterized by increasing safety, comfort, and dispatch. The patrons 
have been treated with fully as great courtesy as they have experienced 
elsewhere in the business world. Watered stock has disappeared ; the face 
value of the outstanding securities is less than the amount of money 
invested in the properties. For more than a decade there have been no 
financial scandals and no gross rate irregularities. The corrupt intru- 
sion of the railroad into politics has ceased. Earnings have been mod- 
erate, much less, in fact, than the regulatory authorities have regarded 
as fair. Operations have been conducted with marked economy and 
efficiency. And, finally, the loyal co-operation of the employees has 
been enlisted, with a great improvement in their morale. 

With respect to the future of railroads in the scheme of transporta- 
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tion, they have already become—and will remain—a subsidiary agent 
in the field of passenger transportation. The railroads will probably be 
able to retain two types of traffic: long-distance (mainly Pullman) and 
commutation. But the remaining traffic will go largely by private 
automobiles or motor buses, though where speed is essential the air- 
plane will increasingly be employed. 

In regard to freight, the supersession of railroads by motor trucks is 
not to be anticipated. The heavier commodities that move long dis- 
tances in solid carloads will always constitute a basic core of rail traffic. 
Within this class fall coal, coke, and iron ore, which comprise more 
than 40 per cent of the total rail tonnage; and around this “citadel of 
unassailable rail traffic’ many other heavy commodities, such as cere- 
als, flour, lumber, and pig iron, may be grouped. When it comes to the 
less than carload traffic, the truck is often more convenient, speedier, 
and cheaper; and much of this traffic is permanently lost to the rail- 
roads. How much of this traffic, and how much of the carload traffic 
that does not fall within the “citadel of unassailable rail traffic,” the 
railroads will handle in the future will depend on the energy with which 
they compete for it. In this competition the railroads are not likely to 
be greatly aided by public control of motor truck services; for 80 per 
cent of all highway freight is now handled by private trucks operated 
by their individual owners. There is therefore no prospect of extensive 
prescription of truck rates by regulating commissions. 

As regards the likelihood of government ownership, the author ven- 
tures the guess that if this change comes about, it will be not because 
the public regards itself as exploited but because the railroad investors 
prefer government bonds to railroad bonds (and stocks), and because 
the employees prefer a secure government position to private employ- 


ment subject to discharge and wage reductions. 
EioT JONES 


STANFORD UNIVERSITY 


Advertising Allowances. By LEveRETT S. Lyon. Washington: 

Brookings Institution, 1932. Pp. xx+125. $1.00. 

Advertising Allowances is the first of a series of studies concerning 
the heretofore scantily investigated field of pricing practices employed 
in selling branded and advertised products. It undertakes (1) to ascer- 
tain the actual practices included under the term, (2) to analyze the 
effects of these practices from both the business and the economic point 
of view, and (3) to suggest a policy in regard to such practices. 
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The term “advertising allowances,” although used in trade parlance 
to cover a wide variety of overlapping meanings, may be defined as 
“a manufacturer’s (or other seller’s) contribution to the joint expense 
of his customer and himself for point of purchase promotion, real or 
nominal.” After tracing the development of the practice from the early 
nineties when it was used as a method of contributing to the expense of 
joint advertising in local media down to the present, Dr. Lyon presents 
quantitative data to show the extent and variation of the practice 
today. 

Of forty-eight grocery manufacturers who answered Dr. Lyon’s 
questionnaire thirty-four stated that it was their policy to grant ad- 
vertising allowances under some conditions. Less than one-third of 
those giving such allowances reported that they had standard arrange- 
ments for all customers. Some manufacturers base the amount of the 
allowance upon space used or other costs actually incurred, others pay 
a flat amount, and still others pay an allowance per unit of product 
sold. The allowances given by reporting manufacturers amounted to 
from 24 per cent to 5 per cent of the purchase price; other sources, how- 
ever, indicate that much larger percentages are sometimes given. Vol- 
untary and corporate chains receive advertising allowances from a 
much larger proportion of the allowance-giving manufacturers who sell 
to them than do other types of distributors. Although there is no evi- 
dence that manufacturers give allowances to distributors merely be- 
cause they are in a particular trade class, it seems certain that they give 
them “whenever they believe circumstances either justify or compel 
such action.’”’ Data are also presented to show the extent of the prac- 
tice among grocery wholesalers and among manufacturers outside of 
the grocery field. 

In view of the fact that so-called advertising allowances are fre- 
quently nothing more or less than secret price concessions, the reliabil- 
ity and representativeness of data secured from a small sample of firms 
may well be open to question. In this study, however, the presentation 
of these data has the merit of being an initial attempt to secure informa- 
tion concerning a more or less clandestine practice, and at the same 
time forms the basis of an excellent discussion of the managerial and 
economic implications involved in the practice. 

Advertising allowances which are payments for definitely specified 
services (performance of which is expected) are often a most effective 
means of promotion. The practice is “only justified if the cooperative 
arrangement calls for an assumption, by the purchaser, of expenses in 
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which the seller would otherwise have been involved, or the assumption 
of promotion which the seller could not otherwise obtain.” The adver- 
tising allowance on a branded article, in so far as it is not a payment for 
specific and auditable services, is a reduction of the monopoly element 
in the price. However, there can be no economic justification for call- 
ing price concessions by the misleading term, “‘advertising allowances.”’ 
Although sales strategy may justify the practice, any merit such usage 
has in “saving face”’ is offset from the point of view of general clarity of 
thought. 

Despite the fairness with which Dr. Lyon has treated the subject, 
his discussion leaves one with the feeling that selling among business 
men in this progressive age still exhibits many of the horse-trading 
proclivities of former times. The business man seems always ready in 
meeting with his colleagues and competitors to subscribe to a code of 
ethics which will ostracize the price-cutter, yet in dealing with the reali- 
ties of bargaining he has only to call his own price-cutting ‘‘advertising 
allowances” and his conscience is salved. It is reassuring to know that 
there are those who take exception to this general attitude, and that 
they are endeavoring to find a sounder basis for their policies. 

E. D. McGarry 


UNIVERSITY OF BUFFALO 


A Charter for the Social Sciences in the Schools. By CHARLES A. 
BEARD. (American Historical Association Commission on the 
Social Studies, Report, Part I.) New York: Charles Scribner’s 
Sons, 1932. Pp. xii+122. $1.25. 

An Introduction to the History of the Social Sciences in Schools. By 
HENRY JoHNson. (American Historical Association Commis- 
sion on the Social Studies, Report, Part II.) New York: 
Charles Scribner’s Sons, 1932. Pp. vi+145. $1.25. 

These two volumes are Part I and II of the report of the Commis- 
sion on the Social Studies which was set up by the American Historical 
Association to investigate the problems of instruction at the primary- 
and secondary-school levels. The Commission was composed of mem- 
bers of the leading scientific associations as well as of educational ex- 
perts of various descriptions. The “charter’’ was drawn up by Charles 
A. Beard in an effort to formulate the “sense”’ of the Commission after 
going through an accumulated mass of written and oral material, and 
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is apparently intended as a “lead” to school authorities in the defini- 
tion of objectives in social studies programs. 

The “charter’’ has left the reviewer with a curious mixture of im- 
pressions. Beard has given it the imprint of’ his inimitable personal 
vigor and facility of phrasing. I doubt whether anyone interested in 
the problem will read it without considerable pleasure and profit. The 
charter as a whole, however—viewed as the product of a Commission 
fostered by the country’s leading scholarly associations—suffers from 
an inner conflict which should have been apparent to its author and to 
the Commission behind him. 

The document opens with an eloquent plea for scientific method in 
the study of social problems and for the traditional objectivity of the 
“society of scholars” and then ends with a summary of “goals which 
must of necessity shape instruction in the social studies’’ which stresses 
“national planning” and the expansion of “insurance systems to cover 
protection against sickness, old age, unemployment, disasters and 
hazard to civilized life’ as the objectives which the American nation 
“seems to have set for itself” according to American history (reviewer's 
italics). This is a view of history that is almost as far from Ranke’s 
“wie es eigentlich gewesen”’ as Henry Ford’s famous dictum. The peril 
of it all might well be that “‘history” under such a definition is likely 
to become a controversial subject comparable to religion and unsuit- 
able for instruction in the schools for the same reason. 

It may well be that indoctrination is an essential function of the 
school. Perhaps social cohesion and the notion of a society itself can- 
not exist without some such process of “making”’ citizens. Surely, how- 
ever, there is peril in linking social “science”’ through its scholarly socie- 
ties to the drafting of such a civic program. If it seems desirable to ad- 
just the attitudes which are to be fostered in the schools to “trends” 
of development that are not yet visible to the lay mind, it would ap- 
pear to be safer for the future of science to have the scholar submit an 
advisory report on such trends rather than to ask him to draft a pro- 
gram of propaganda for instructional purposes. 

Much in the charter is objectionable for other reasons. There is, for 
instance, at least to the reviewer, an undesirable emphasis on national- 
ism. The whole document is well loaded with phrases such as “Ameri- 
can life,” “American concern for letters,” “American experience,” 
“the American masses,” when the elements discussed are primarily 
common ground with all of the peoples sharing in European civiliza- 
tion. Beard even goes so far as to say that “America has never im- 
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ported a large part of the Old World heritage and is constructing a so- 
cial order of many ingredients that are distinctly new in emphasis at 
least.”” To contrast the American masses “striving towards a certain 
harmony in reality” with the cultivated classes of Europe as represent- 
ed by Amiel’s “aspirations toward a harmony of things” which every- 
day reality denies to us, is about as legitimate as the reverse process 
of presenting Bismarck and Citroén as typical of Europe and, say, 
Henry David Thoreau and Walt Whitman as representative Ameri- 
cans. It is precisely in such matters as these that we might expect the 
scholarly societies to hold up an ideal to the schools rather than to 
yield to vulgar prejudice for the sake of immediate acceptability to 
school superintendents. 

Professor Johnson’s contribution is not likely to arouse much con- 
troversy. It is an essay on the history of the teaching of history. It 
contains much that should be disturbing to the authors of the charter. 
Education seems for a long time to have been a process of “‘adjustment 
to a changing world.” Most of our leading “progressive” notions are 
found to be of venerable age and if “‘some eighteenth century ideas are 
still useful, there might be a certain economy in taking them out of the 
eighteenth century instead of taking them out of our own creative ener- 
gies.”” On the other hand, “there might bea certain economy in knowing 
that the nineteenth century abandoned some eighteenth century ideas 
which we are now discovering.’’ Conscious indoctrination seems to have 


been one of them. 
Harry D. GIDEONSE 


UNIVERSITY OF CHICAGO 


Trade-Union Policies in the Massachusetts Shoe Indusiry, 1919- 
1929. By Tuomas L. Norton. New York: Columbia Univer- 
sity Press, 1932. Pp. 377. $5.00. 

The book is divided into four parts: the industrial background of the 
shoe industry prior to 1920; an analysis of the industrial factors applica- 
ble to Brockton and of organized labor’s attempts to meet them; a simi- 
lar analysis for Haverhill; and conclusions arrived at from the fore- 
going. Except for Part I the book is based on a study of the shoe indus- 
try in the two centers, Brockton and Haverhill. 

Part I, consisting of ninety-six pages, gives a rather penetrating anal- 
ysis of the development of the shoe industry and the factors peculiar to 
its more recent aspects. One chapter is devoted to a study of wages of 
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shoe-workers and the manner of determining wages. Another chapter 
is given over primarily to the question of variability of employment in 
the industry. No particular reference is made to trade-unions in Part I. 
The conclusion is arrived at that the practice of leasing machinery 
rather than initial capital outlay has contributed in considerable meas- 
ure to unwarranted expansion and to instability of operation. Style 
has made for great irregularity and has increased the importance of 
cheap methods of manufacture. These have accentuated wage and em- 
ployment problems. 

Part II gives special attention to the development of the industry 
in Brockton and describes the organization and development of the 
Boot and Shoe Worker’s Union. An outstanding characteristic of the 
union is noted to be its tendency toward greater centralization of con- 
trol and its emphasis on recognition, leaving wages to be negotiated af- 
ter the agreement. The policy of no wage reductions and equal division 
of work is held to be somewhat responsible for the decline of the Brock- 
ton market. The use of the Massachusetts State Board of Conciliation 
and Arbitration is described with an implied criticism of the tendency 
of both sides to shift responsibility to the Board, and the advantage to 
the union of consequent delays in adjustment. Deferring wage adjust- 
ments until the agreement is signed and the frequent use of arbitration 
are held to be signs of union weakness. 

In Part III the author makes a similar analysis for Haverhill, where 
style has been an even greater factor because this is mainly a woman’s 
shoe center. The Shoe Workers’ Protective Union represents the work- 
ers in Haverhill. In contrast with the Boot and Shoe Workers’ Union, 
the Protective is highly decentralized. This is held to make for less con- 
trol and to render arbitration less effective. Making use of the Massa- 
chusetts State Board at the outset, the industry at Haverhill finally in 
1923 set up a permanent local board of arbitration with a neutral ar- 
bitrator. This arrangement lasted until 1928. By implication the au- 
thor would hold that the structure of the union and the lack of strong 
leadership served to weaken the arbitrator. Equally important in lead- 
ing to the breakdown of arbitration was the tendency to shift too much 
responsibility to the arbitrator and to burden him with critical deci- 
sions in matters for which the parties themselves should have taken re- 
sponsibility. On the whole, this part gives a splendid picture of the 
problems confronting the industry, the types of cases which the arbitra- 
tor was called upon to handle, and methods employed in arbitration 
cases. 
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Part IV is a more succinct summary of conclusions stated previously 
in the book. The author does not appear to stress sufficiently the fact 
that centralized control can be so exercised as to be most democratic 
under competent leadership. The analysis of arbitration is clear but is 
colored by popular misconceptions due usually to lack of experience. 
The successful arbitrator is a mediator and a salesman. The secret of 
his success lies in winning the close confidence of both sides. Having 
won their confidence, the arbitrator will not startle either party with 
his decisions, and he will usually be supported whole-heartedly. It 
should be borne in mind that over a period of years the arbitrator is 
able to influence the thinking of both sides even on major issues. A suc- 
cessful arbitrator is not so much a judge of disputed opinions and facts 


as he is a wise counselor. 
B. M. Squires 


UNIVERSITY OF CHICAGO 


Unemployment Insurance in Wisconsin. By ROGER SHERMAN 
Hoar. South Milwaukee (Wis.): Stuart Press, 1932. Pp. xi+ 
105. $2.00. 

Dedicated “‘to those public-spirited individuals who for ten years 
endured obliquity to save the State of Wisconsin, and the nation, from 
compulsory unemployment insurance,” this volume, by a member of 
the Special Committee on Unemployment Insurance of the Wisconsin 
Manufacturers Association, brings together valuable source material 
on certain aspects of unemployment insurance. In it are to be found 
the text of the recently enacted Wisconsin Unemployment Insurance 
Law, an analysis of the act, majority and minority reports of the Inter- 
im Committee of the Wisconsin legislature on unemployment insur- 
ance, and the texts of two voluntary plans now in effect in the state of 
Wisconsin. 

The author believes that compulsory unemployment benefits are 
economically unsound. In his opinion the Wisconsin Insurance Law 
was reported out favorably by the Legislative Committee on Unem- 
ployment Inurance because all but two of its members “were men of 
decidedly radical leaning.’”’ The author’s purpose in writing this vol- 
ume is to persuade those who believe with him “to save the State from 
this danger.’’ Submitting no evidence to substantiate his contentions, 
he presents many stock arguments which have been given publicity 
in the past year by the opponents of unemployment insurance. The 
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present law, he contends, “is certain to be ruined by political pressure 
brought to bear by the privileged class which it will establish.” It will 
“establish a new economic and sociological principle, namely, that 
every man has an inalienable right to refuse to work, and the correla- 
tive right to be paid for mot working.” By taking the stigma of charity 
from relief funds received by the unemployed, it “will become a true 
encouragement to unemployment.” The real heights of logic are at- 
tained in Mr. Hoar’s attempt to point out the differences between 
workmen’s compensation and unemployment insurance. Evidently a 
firm believer in the innate depravity of man, he says: ““The bad [sic] 
effect of subsidizing injuries is largely offset by the natural desire of 
the individual to protect himself from hurt, but when you subsidize 
loafing you have added an incentive to an incentive that already was 
almost strong enough.” 

The frankly partisan nature of this volume stands out in sharp con- 
trast to much of the “‘objective”’ material on unemployment insurance 
which has appeared during the past few years. It is a refreshing relief 
from the effusions from the pens of unbiased ex-governor-senators 


and official governmental observers. 
IsADOR LUBIN 


INSTITUTE OF ECONOMICS 
BROOKINGS INSTITUTION 


Unemployment and Relief in Ontario 1929-1932. By H. M. Cas- 
sipy. Toronto: J. M. Dent & Sons, Ltd., 1932. Pp. 290+-xiii. 
$2.00. 

This is a study carried on under the auspices of the Unemployment 
Research Committee of Ontario, a self-appointed group of citizens 
whose object was to make a fact-finding survey of unemployment in 
Ontario, using a typical group of cities, to appraise the social results 
and to publish a statement of findings and interpretations. The survey 
was carried through by Dr. Cassidy who visited in turn nineteen of the 
largest municipalities. The final chapter only is the responsibility of 
the whole committee. 

Although called an Ontario study, the part played by the feceral 
government necessitated a picture of unemployment for the whole 
Dominion, and federal action with respect to it. A chapter given to 
constitutional questions reveals that legally in Canada the responsibil- 
ity for unemployed rests with the provinces, although practically for 
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the most part the English tradition of saddling it on the municipalities 
has been followed. 

Canada’s unemployment experience is presented as follows: Dur- 
ing the first year of depression the problem was left to the municipali- 
ties, with provincial assistance in a few cases. This was changed in 
September, 1930, through federal initiative. Under the Statutes of 
1930 and 1931 a co-ordinated arrangement, involving financial con- 
tributions for common purposes by the three divisions of government— 
federal, provincial, and municipal—was set up. Where expenditures 
were for public works, the ratio of contributions was 25, 25, and 50 per 
cent, respectively; where direct relief was concerned, all three contrib- 
uted equally. With the notable exception of a $15,000,000 road-build- 
ing venture in the Northland sponsored by the Ontario government, 
administration of funds and choice of works was left largely to the 
municipalities. 

Most distinctly, according to the federal pronouncement, the em- 
phasis was to be put on public works rather than on direct relief, but 
owing to financial difficulties the tide turned the other way. For every 
dollar spent upon direct relief during the year 1930-31, about three 
and one-half dollars were spent upon works to create employment. 
During the next year expenditures on direct relief were estimated as 
approximately equal to those on works, while beginning with the spring 
of 1932 the whole effort took the form of direct relief. This change is 
regretted by the author but accepted—too readily perhaps—as inevita- 
ble. Municipal leadership in works development is condemned as un- 
standardized, uneven in its incidence and in many cases resulting in 
uneconomical ventures. The provincially directed road-building ex- 
periment is set forth in more favorable colors. 

The increasing scale of direct relief is scarcely less striking than its 
changing nature. In 1930-31 it took the form of food and fuel only, 
whereas later it made provision also for rents and clothing and back 
bills. Generally some control over consumption has been exercised 
through specifying particular commodities in orders on grocers. The 
inadequacy of uncontrolled municipal administration is evidenced here 
again by food allowances varying in different cities all the way from 
$3.50 to $8.50 per week. 

The reviewer feels that this is an instructive chapter in political ex- 
perimentation. It reveals a federal state grappling, not too success- 
fully, with a great new social problem. The author deserves credit for 
attempting to attain the standards of an inductive survey in the face 
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of woeful lack of provincial and municipal statistics. The book would 
have been more satisfactory if it could have included the activities of 
all the provinces, showing the response, elsewhere than in Ontario, to 
the federal statutes. 

H. A. LoGaN 


UNIVERSITY OF WESTERN ONTARIO 


Harriet Martineau. An Example of Victorian Conflict. By Naro- 
LA ELIzABETH RIvENBURG. (Columbia University thesis.) 
Philadelphia, 1932. Pp. iii+110. 

Harriet Martineau was not important as an original thinker, yet 
she is significant as an exponent of the dominant social and economic 
thought of the early Victorian period and as a popularizer of it through 
her voluminous writings. Humanitarian in her desire for social amelio- 
ration, she believed the sole means to this end lay in a wider under- 
standing and application of the doctrines of utilitarianism and laissez 
faire political economy. 

A study of Miss Martineau as revealing the contemporary approach 
to current problems, with its logical and practical inconsistencies, was 
justified. To accomplish it successfully required a wide knowledge of 
economic doctrines, of the philosophy of the utilitarians, and of Eng- 
lish history. With these prerequisites the author of this doctoral dis- 
sertation at Columbia University was inadequately equipped. She 
identifies Miss Martineau with contemporary economists and middle- 
class propagandists, yet she almost ignores the influence upon her of 
all economists except Smith and, to a less degree, Ricardo. Though 
she states that Miss Martineau “used’’ Senior and McCulloch, how 
she used them is never evident. Yet the influence of these later writers 
must have been considerable; for Miss Martineau’s expositions often 
correspond more nearly with their more extreme laissez faire views than 
with those of Smith. The author fails to distinguish between the theo- 
retical economists and the Manchester School, referring indiscriminately 
to the middle-class bias of ail proponents of the current doctrines. 

Confusion is evident also in a failure to discriminate between the theo- 
retical economists and the utilitarians. With the exception of Hart- 
ley’s psychology, the entire body of utilitarian principles seems to be at- 
tributed to Smith, Malthus, and Ricardo. It is apparently not recognized 
that classical political economy and utilitarianism are distinct bodies 
of thought, however close their temporary partnership may have been. 

As for the author’s lack of knowledge of English social and economic 
history, it appears throughout the book. Some instances are the ac- 
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count of conditions after 1815 (p. 21), the whole section on agriculture 
(pp. 46 ff.), and the discussion of the poor laws (pp. 74 ff.). 

The main “Victorian conflicts” typified by Miss Martineau were 
those between laissez faire economics and humanitarianism, and be- 
tween “identity of interests” as a theory and as the basis of a practical 
social and economic order. The harmonizing of self-interest and the 
social good could not be left wholly to voluntary forces. That Miss 
Martineau got herself into difficulties in trying to carry her views to 
their logical conclusions, the author abundantly shows. “She never 
realized that her own compromises were a confession of the inadequacy 
of her ‘immutable laws of nature.’ ” 

In the matter of style, and even of proofreading, the book is 


grievously wanting. 
FRANCES E. GILLESPIE 
UNIVERSITY OF CHICAGO 


The Lake Cargo Coal Rate Controversy. By HARVEY C. MANSFIELD. 
New York: Columbia University Press, 1932. Pp. 273. $4.25. 


The bituminous coal problem, the consumption trends, profit as- 
pects, labor troubles, and sectional disputes are briefly treated in the 
first and introductory chapters. The principal part of the book is de- 
voted to an analysis of the cases handled by the Interstate Commerce 
Commission, which may be called the “Lake Cargo Coal Controversy.” 

Aside from a chapter on “‘The Personnel of the Interstate Commerce 
Commission,”’ the remainder of the book deals, in two chapters, with 
certain legal problems of rate regulation which grew out of this battle 
over coal rates and which have a direct bearing on other disputes be- 
tween sectional interests. 

Although this controversy has taken the form of a contest, or a 
series of contests, before the Interstate Commerce Commission, involv- 
ing the relative rates to be charged by the railroads for the transporta- 
tion of lake cargo coal from Pennsylvania and Ohio mines, on the one 
hand, and from West Virginia, Virginia, and Kentucky mines, on the 
other hand, it has much deeper and more significant implications. 
The railroad rate aspect of this litigation is to a certain extent second- 
ary and incidental. The real issue is one of sectional conflict between 
two important coal-producing sections both striving for common mar- 
kets. The Interstate Commerce Commission has as its primary duty 
the determination of reasonable railroad rates. The problem presented 
in these coal rate cases partakes of the nature of industrial planning. 
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Certain groups demand of this special government agency a decision 
based on social justice which in reality involves the relative claims to 
existence and industrial progress of miners and mine owners and opera- 
tors in these two sections of the country. 

The decisions which have been made by the Commission are not 
uniformly satisfactory. Certain parties to the contest are more dis- 
appointed than others; thus far the southern operators have probably 
less cause to complain than the northern operators. The Commission, 
as a whole, has felt that the most it can do is to maintain peace but that 
it can do very little under the present status of the law toward the 
final solution of the problem. 

The controversy as presented to the Commission involves two 
points of view. One is that “the Commission’s duty is to look to trans- 
portation conditions alone, to hew to that line, and to let industrial 
development adjust itself to the consequences.”’ According to the other 
point of view the Commission should bear in mind as a matter of im- 
portance the commercial results of a rate adjustment and should in 
making rates consider the “natural and orderly development of the 
country as a whole.” Where the main emphasis should be put is the 
question which the Commission has to answer every time it is asked 
to pass upon a freight-rate adjustment. 

The zone of reasonableness in a rate adjustment appears to be of 
rather wide dimensions. It is the author’s conclusion that “the Com- 
mission will not in the present circumstances condemn an adjustment 
under which the northern operators pay for transportation on a scale at 
the top of the zone of reasonableness, while their southern competitors 
pay on a scale considerably nearer the bottom of the zone.” 

The chapter on “The Personnel of the Interstate Commerce Com- 
mission”’ contains a very good summary of the circumstances and situa- 
tions pertaining to the nominations and appointments of men to the 


Commission in recent years. 
HENRY R. TRUMBOWER 


UNIVERSITY OF WISCONSIN 


Mineral Economics. By H. F. Barn and Orners. (Lectures 
under the auspices of the Brookings Institution.) Edited by 
F. G. Tryon and E. C. Ecker. New York: McGraw-Hill 
Book Co., Inc., 1932. Pp. x+311. $2.50. 

This is an interesting book, bringing together fourteen lectures on 
various aspects of mineral economics, delivered under the auspices of 
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the Brookings Institution in Washington during 1931. The authorship 
is diversified and includes an imposing list of specialists, all of them 
engineers dealing with that important zone linking technology and 
economics. The assembly of the subject matter under single cover em- 
phasizes the importance of the mineral industries in the national econ- 
omy and stresses the great significance of the physical character of 
specific resources and the incidence of technologic change. While this 
book constitutes a mere introduction to a field that still awaits broad 
and articulated treatment, it nevertheless should serve a useful pur- 
pose in drawing the attention of economists and other students to a 
phase of economics that has remained neglected as compared with 
many other aspects of the science. 

While all the chapters are technically competent, the treatment is 
uneven in respect to the clarity with which the underlying economic 
forces are analyzed and set forth. Perhaps the most rigorous thinking 
is found in the chapter on “The Future Value of Mineral Property”’ by 
J. R. Finlay, in which the thesis is presented “that the great boom in 
mining which has concurred with the spread of the machine culture is 
approaching its culmination.” D. F. Hewitt provides a chapter on 
“Cycles of Mineral Production: Youth, Maturity, and Old Age,” 
which gives a view of the life-history of metal production in a nation. 
“The Rise of Scrap Metals” is treated by H. Foster Bain, and the 
bearing of this important subject on the relation of new supply to total 
demand is illuminated. Under the heading of “Production Control in 
the Petroleum Industry,” Leonard Logan contrasts proration and unit 
operation, describing the former as “at best only a temporary measure 
inaugurated to meet an emergency.” Other chapters on natural gas, 
copper, fertilizers, the precious metals, tariffs, mine taxation, and the 
like complete the volume. A significant outline of the field of mineral 
economics is drawn by Messrs. Tryon and Berquist as an introductory 
chapter, in which emphasis is placed upon the pune elements of cost 


and output per worker. 
Joserpu E. PoGure 
New York City 


Taxation in Minnesota. By Roy G. BLAKEY and AsSOocIATES. 
(“University of Minnesota Studies in Econom’cs and Busi- 
ness.’’) Minneapolis: University of Minnesota Press, 1932. 
Pp. xii+627. $2.00. 

It is said that much of the best writing on taxation in this country 
has concerned itself with the taxation problems of particular states. 
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Whether or not this is true, Professor Blakey and his staff have made a 
very significant contribution to taxation literature in their recently 
published Taxation in Minnesota. 

This work is the product of the combined effort of Professor Blakey 
and a group of fifteen associates most of them members of the econom- 
ics faculty of the University of Minnesota. This group was assisted by 
a field staff of nine members and a corps of fourteen research assistants. 
The project was financed with the aid of a grant from the Rockefeller 
Foundation. It was thus a co-operative undertaking of some magni- 
tude and represents one of the best examples of co-operative research 
with which the reviewer has become acquainted. 

The various parts of the symposium are summarized by Professor 
Blakey in the first chapter of the book. A general chapter on “What 
Constitutes a Good Tax System” follows by the same writer. Other 
chapters deal with farm real estate assessments, the tax burden on 
agriculture, tax delinquency and the cut-over land problem, forest 
taxation, urban realty assessments, personal property tax administra- 
tion, mine taxation, bank taxation, railroad taxation, public utility 
taxation, highway finance, public school finance, and state income 
taxes. 

Among the most significant facts presented are those concerning the 
assessment of money and credits and household goods. Some have 
cited Minnesota as an example of a state which has solved the problem 
of properly assessing these forms of property. The facts disclosed in 
this book will not reassure these people. Professor Blakey makes an 
exhaustive and impartial examination of the evidence as to whether or 
not the state income tax has been a “replacement” or an “additional” 
tax. He concludes that it has been both and that the tax should not be 
judged by its effect upon public expenditures. 

Space does not permit a further discussion of the contents of this 
book. Some will find points of view with which they do not agree. For 
example, not all will accept the conclusion in the chapter on mineral 
taxation that high “‘discriminatory”’ taxes on mineral resources neces- 
sarily cause wasteful mining and are bad social policy. 

It will be generally agreed, at all events, that Professor Blakey and 
his assistants have produced a very useful book. 


Harotp M. GROVES 
UNIVERSITY OF WISCONSIN 
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